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THE PROBLEM OF STATISTICAL DEMAND TECH- 
NIQUES FOR PRODUCERS’ GOODS: 
AN APPLICATION TO STEEL 


CONOMIC science is no longer principally concerned with 

the creation of an equilibrium price theory, but instead 

daw is now chiefly engaged in the study of those complications 

in the price system which are not entirely “explained” by such an 

equilibrium price theory. This new emphasis attempts, by a se- 

ries of further approximations to the equilibrium system already 

worked out, to bring within the science a wider range of phenome- 

na, and to develop a theoretical description of the price system 

more accurate in detail and more useful, particularly for the anal- 
ysis of the non-equilibrium tendencies of the system. 

A number of these further approximations deal with the insta- 
bilities which are largely due to the money and credit system, 
others with the complications arising from the imperfections of 
competition. A third variety of these approximations, however, of 
which this paper is an example, attempts to study the unstable 
price and quantity behavior which may arise in the market for a 
single commodity. The problem for such analysis is not that of 
the ultimate distribution of resources, which is the primary 
problem of equilibrium theory, but rather of the behavior of 
market demand, and in the present case that of the highly un- 
stable market demand for the commodity steel. 

577 





578 ROSWELL H. WHITMAN 


I 

Before the problem can be attacked statistically, it must first be 
determined whether the theory of demand developed for an equi- 
librium situation will be an adequate basis for the study of the 
steel market. This demand theory, it should be noted, was ex- 
tremely useful to the statistical study of the demand for agri- 
cultural commodities. Moore, it is true, contended that the Mar- 
shallian statement of demand was inadequate, but it is now gen- 
erally recognized that the Marshallian statement, together with 
the refinements developed by the Lausanne school, have been 
fundamental to most of the work done. First of all, the idea of 
a curve sloping downward and to the right was accepted, and not 
only was the concept of ceteris paribus fairly universal, but the 
Marshallian statement of the content of the ceteris paribus was 
practically undisputed. Walras, moreover, had already advanced 
the idea of placing certain of the “other things” in the demand 
equation itself. The main line of advance in the field came 
through the belief that the other things could be accounted for, 
and in the discovery of statistical techniques for accomplishing 
this. Only slight change in theory was necessary for the statistical 
study of the demand for agricultural commodities. 

While the Marshallian demand concept was adequate for work 
in the field of agricultural commodities, it was too simple and 
lacked the necessary flexibility for handling an analysis of a mar- 
ket for a producers’ good characterized by a highly unstable 
market demand. The current market pricing process for these 
goods, in fact, takes place in a market practically excluded from 
consideration in either the Marshallian or the Lausanne pricing 
analysis. Marshall, for example, states that: “A rise in price 
tends to check consumption; but if the price rise is expected to 
continue, it will probably, as already noted, lead dealers to in- 
crease their stocks.”* A dealers’ market, Marshall therefore be- 
lieves, will not have the same type of demand conditions as will 
a consumers’ market. It is this dealers’ market which is mever 
given a thorough theoretical analysis. Marshall’s own analysis, 

Alfred Marshall, Principles of Economics (8th ed.; London, 1920), Book III, 
chap. iv, 112. 
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fitting a consumers’ market, is inadequate for analyzing a market 
for a producers’ good, since the latter is necessarily a dealers’ 
market. 

The neo-classical school never went much farther into this 
problem. Taussig, it is true, recognized in his article, “Is the 
Market Price Determinate?’’ that there was such a problem. 
According to his analysis, a penumbra exists in which the sim- 
plified statement of demand does not work. This was an admis- 
sion that there was little current theory to help a student of the 
concrete nature of demand curves for producers’ goods. The 
Lausanne school, being primarily interested in the problem of 
general equilibrium rather than that of market equilibrium for a 
single commodity and in a brief period of time, likewise never 
went far into the problem. 

The development of a reasonable theory for the behavior of the 
demand for a producers’ good is, to a considerable extent, the 
result of the work of Evans and Roos.’ These two men indicate 
clearly that for a commodity whose monthly, or even yearly, sales 
do not offer either a measure of consumption for the same time 
period or full use of an “equilibrium” plant capacity, the quan- 
tity-taken, in the sense of sales, is affected by other price phenome- 
na than the relation of the price of the commodity to other prices 
in general (the “‘price”’ of the usual theoretical analysis). Among 
these other phenomena Evans and Roos emphasize particularly 
the direction and rapidity (the rate of change) at which the price 
in question is moving. They also consider that the relation of 
present prices to prices in the past will determine in part the pres- 


*F. W. Taussig, “Is the Market Price Determinate?” Quarterly Journal of 
Economics, XXXV (1931), 304-411. 
3G. C. Evans, “The Dynamics of Monopoly,” American Mathematical Monthly, 
XXXI, No. 2 (February, 1924), 27. 
, Mathematical Introduction to Economics (New York: McGraw-Hill Book 
Co., 1930), p. 143. 
, “A Simple Theory of Economic Crises,” Journal of the American Statisti- 
cal Association, XXVI (1931), supplement, 61-72. 
C. F. Roos, “Dynamical Theory of Economics,” Journal of Political Economy, 
XXXV (1929), 632-56. 
, “A Mathematical Theory of Price Fluctuations,” Journal of Political 
Economy, XXXVIII (1930), 513-22. 
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ent sales. Evans has stated the importance of price movements 
on quantity-taken as follows: 

It [the effect of price change on quantity-taken] is related to the familiar 

symptom of “prosperity” that the demand for a commodity is greater when 
the price is increasing than when it is decreasing. An exaggerated instance of 
this law of demand, perhaps due to an undue generalization from the past 
crisis, is what the wholesale lumber dealers tell us is characteristic of their 
sales, namely, when prices are going up the demand is insatiable, but when 
prices go down it is nil until the price movement stops.‘ 
Steel obviously has the same type of demand behavior as lumber. 
While the production of steel has a relatively fixed upper limit, 
it can rapidly be altered below this limit, and this, together with 
the feasibility of booking orders in excess of immediate capacity, 
makes possible immediate and pronounced shifts in quantity- 
taken. These shifts depend upon the mental state and gambling 
acuteness of the market. Past prices, and the extent to which 
current requirements have been met at those prices, will influence 
current purchases. The movement of prices in the present and 
especially the opinion the market holds as to the probable extent 
and duration of this price movement will also affect the quantity- 
taken. Rising prices may stimulate purchases if the rising move- 
ment is expected to continue, discourage them if the movement is 
not expected to be maintained. 

This brief analysis leads to the conclusion that sales will be in 
part the result of price fluctuations and the resulting dealer strat- 
egy as well as of the current price. Short-run price variability 
may not affect total consumption over a fairly long-time period, 
but the fluctuations in sales and consequent changes in produc- 
tion rates, which are highly important in our contemporary eco- 
nomic structure, must, to some extent, be influenced by this fac- 
tor. 

The work of Evans and Roos, however, has accomplished more 
than adding emphasis and clarification to the analysis of the ef- 
fects of price movement offered by previous economists. Even 
more important is the fact that they adapted the demand equa- 
tion to the factors of past prices and the rate of change of prices, 


4G. C. Evans, “The Dynamics of Monopoly,” American Mathematical Monthly, 
XXXI, No. 2 (February, 1934), 77. 
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and thus laid the foundations for a statistical approach to the 
study of this type of demand situation. It is not enough merely 
to state, as did Taussig, that there is a penumbra in which the 
“demand” relation between quantity and price is inoperative; 
it is necessary to introduce directly into the demand equation the 
elements distorting the relation. The equations which Evans and 
Roos developed for this purpose, and which have been used in 
the present study, are stated in the following section. 

Once the necessity of increasing the complexity of our demand 
theory to correspond with the-complexity of the problem to be 
dealt with is recognized and steps have been taken toward adjust- 
ing the demand theory in this direction, it is possible to state a 
hypothesis for the demand relation in the short-run steel market. 
This hypothesis can be worded as follows: “The quantity of steel 
taken (sales) is a function not only of the present price, but also 
of the direction and rapidity of the price movement, and of the 
prices in the past.” 

Not only is it necessary before beginning a statistical analysis 
of the steel market to adjust the demand theory, but it is also 
necessary to consider whether previous statistical techniques, 
which have been successfully used in the study of the demand for 
an agricultural commodity, will be suitable for an analysis of steel 
prices. The procedure for work with agricultural commodities 
has already been fairly standardized. The student first analyzes, 
by a study of the economics of the market in question, those fac- 
tors having some effect on the quantity of the commodity pur- 
chased. He then determines which of these have quantitative im- 
portance and, after finding a variable which satisfactorily meas- 
ures the effect of this influence on demand, places this variable 
in his demand equation. The form of this equation must be care- 
fully considered in the light of his analysis of the market. The 
equation can then be “fitted” to the data and, from the fit of this 
equation, a measure can be obtained for the “net’’ relation be- 
tween quantity-taken and price. The reliability of the results 
varies with the accuracy of the data, the validity of the prelimi- 
nary analysis, and the care taken in its application. A measure 
of this reliability is given by the size of the statistical measures 
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of error which are found as a result of fitting the equation to the 
data. 

Moore stated this procedure quite clearly’ when he insisted on a 
statistically measured ceteris paribus, but in his study of pig iron® 
he failed to apply consistently his own theory, for by using no 
other factors except a simple function of time in deriving his equa- 
tion of the price-quantity relation, he neglected those factors of 
change in the business and industrial situation which evidently 
affect the sales of steel irrespective of the price at which pig iron 
or steel is offered. This is very probably the basis, as has been 
pointed out,’ for the obtaining of a positive relationship between 
price and quantity-taken by the use of his technique. 

The best solution to the problem is to introduce explicitly those 
elements in the business cycle which influence the sales of steel. 
In this way only can the net relation of price and quantity-taken, 
obscured by these forces much as the net relation of price and 
quantity-taken of an agricultural commodity was found to be 
obscured by secular changes, become amenable to statistical 
measurement and clearer statement. 

Consideration of the necessity for taking account of changes in 


the general business situation as a part of the necessary things to 
be held “constant” in an analysis of the steel market gives the 
basis for a second hypothesis of the short run demand for steel. 
This hypothesis can be stated as follows: “The quantity of steel 
taken is a function not only of price and of the rate of change of 
price (as in the first hypothesis), but also of changes in the indus- 


trial situation.’’® 


Once hypotheses have been formed regarding the relationship 
of price and sales in the steel market, which are logical and which 


5S Henry L. Moore, Economic Cycles: Their Law and Cause (New York: Mac- 

millan Co., 1914), p. 66. 
, Forecasting the Yield and Price of Cotton (New York: Macmillan Co., 

1917), pp. 151-62. 

6 Op. cit., Economic Cycles, p. 114. 

7P. G. Wright, “Review of Moore’s Economic Cycles,” Quarterly Journal of Eco- 
nomics (May, 1915), p. 638. 

§ In the actual procedure adopted for statistical measurement, as described in the 
following section, an index of industrial production is used as a first approximation 
to the joint effect of the various forces of this type operating in the steel market. 
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afford a reasonably complete description of the forces at work, the 
next procedure is to test their validity and usefulness by using 
them to describe the data. In the present study the tests of the 
two hypotheses were made by putting them in the form of equa- 
tions and then fitting these equations to monthly data for the 
sales and price of steel in the three periods—1go02-15, 1916-20, 
and 1921-31. The actual statistical results of these fits are sum- 
marized in the concluding section. 

Before attempting to summarize these results for those not in- 
terested in studying them in detail, it may be well to state what 
reliability can be ascribed to them from the statistical point of 
view. Not only does testing by the statistical measures of error 
indicate that the direction of the forces affecting the quantity of 
steel purchases is reliably determined by the study, but the con- 
sistency of the results for the two hypotheses further confirms 
this. Equations expressing both hypotheses, in fact, indicate ap- 
proximately the same influence of price on sales.’ Furthermore, 
results for the different periods show considerable consistency, 
being qualitatively the same for all the periods and very close 
quantitatively for the first and last periods. It can be said in 
general that statistical measurements of reliability indicate the 
possibility of deriving positive conclusions from the study. 

While the two hypotheses indicate approximately the same 
quantitative effect of price on sales they do not in all respects 
give an equally satisfactory result. The second hypothesis in- 
cluding the variable measuring the cyclical aspect of business 
conditions describes the data far more completely than does the 
first hypothesis." This is proof of the fairly evident fact that sales 
of steel, even in the short run, are affected by factors other than 
the price of steel alone. Changes in the business situation cannot 
be disregarded in a study of this character. 

The general conclusions for the effect of the variables on quan- 
tity of steel taken can be stated as follows: 

1. Purchases of steel, as may have been expected, increase and 
decrease as the general business situation improves or worsens. 

2. The movement of price has a very definite and important 


* See pages 589 and sor. " See page 593. ™ See page 592. 
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influence on sales. The result indicates conclusively that rising 
prices are accompanied by large sales and falling prices by small 
sales. Such a result was anticipated in the analysis of Evans and 
in the discussion of the problem already presented. 

3. Finally, the study shows that high prices are accompanied 
by small sales and low prices by large sales. This result is ob- 
tained by taking into consideration the factors of the business 
situation and the direction of the price movement. Where, there- 
fore, it was at one time thought, because of observed concomi- 
tances, that the demand relationship was “‘positive,”’” the true net 
relationship between the two variables is of the typical negatively 
sloping demand curve sort. While statistical results do not afford 
positive proof that this is a demand relationship precisely of the 
classical sort, or that results obtained are not influenced by factors 
which the statistical techniques have neither eliminated nor taken 
into account, the quantitative results are at least consistent with a 
reasonable demand theory. 

These results are, unfortunately, inadequate to give an accurate 
measure of the elasticity of demand, which varies a great deal 
between boom and depression. They do show, however, that 
further analysis should yield measures of this elasticity. 

The contributions which are claimed for the study are the fol- 
lowing: First, it demonstrates not only the “sefulness, but the 
indispensability of taking account of a complex price behavior in 
analyzing this type of market. The equations of Evans and Roos 
thus have a practical as well as a theoretical value. Second, the 
study demonstrates the possibility of a successful extension of the 
statistical techniques employed by the agricultural economists in- 
to the field of producers’ goods. Third, it measures for the first 
time to a first approximation a relationship which can be de- 
scribed as the “demand for steel.” 

The limitations of the study are of two types: first, limitation 
of method, and, second, limitation of application. The limitation 
of the method is principally due to the imperfection of the statis- 
tical technique employed, namely that of multiple correlation.” 


™ Henry L. Moore, Economic Cycles, loc. cit., p. 114. 
*3 See pages 593-04. 
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The second typé of limitation covers a restriction in the number 
and complexity of hypotheses used. The two hypotheses tested 
in the study are not the only ones which might be suggested, and 
experiments with variations in, and additions to, the hypotheses 
might give results which would be quantitatively more satisfac- 
tory. This study is only a beginning in a new field, but it demon- 
strates that progress is possible. 


II 


The actual equations used and quantitative results obtained 
in the analysis will now be presented. No attempt will be made 
to give a detailed discussion of the statistical problems involved, 
nor will the economics of the problem be advanced beyond the 
discussion already given. 

The equations for the first hypothesis are as follows: 


A y=apt+b+h t (1) 
(1) wdmap+i+ { o(t—r)p(r)dr (2.1) 
B (2) y(t)=ap(t)+b+<4,p(t—r)+a4,p(t—2r)+ +++ + +arp(t—kr) (2.2) 
(3) y(t)=ap(t)++ > wip(r) (2.3) 
c y(t)=ap(i)+b-+h + Dele) (3) 


Equation (1) where y= quantity demanded, p =price, dp/dt= 
the rate of change of price with respect to time, was first advanced 
by Evans in 1924." This provides for the influence on sales of 
rising and falling prices. 

Equations (2.1), (2.2), and (2.3) express the dependence of sales 
on prices in the past. Equation (2.1) isa Volterra integral equation 


 G. C. Evans, “The Dynamics of Monopoly,” American Mathematical Monthly, 
XXXI, No. 2 (February, 1924), 77. 
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which was developed by Roos’ and in which p (— 0 ) is assumed 
finite, and g(t—r) is negligible if t—7 is large and negative. A more 
simple and less elegant equation (2.2) expresses the same depend- 
ence and is easier to fit to the data. It can also be expressed by 
the summation term, as in equation (2.3) in which w; is the weight 
to be given the different prices in the past. This equation can, of 
course, be combined with equation (1) giving 


(3) y(t)=ap(t)+b+h P+ wo 


which is equation (3). 
The second hypothesis is expressed by the equation 


(4) y= aptb-+h P+ cl-+dt 


where y is the quantity-taken, is the price, dp/dt is, as before, 
the rate of change of price with respect to time, J is an Index of 
Industrial Production, and ¢ is time. An Index of Industrial Pro- 
duction, as already noted, is used as a most convenient summary 
of the business cycle conditions creating fluctuations in the pur- 
chases of steel. The use of time as an explicit variable is for the 
purpose of excluding the problem of the effect of trends in the price 
of steel on the purchases of steel. 

The price used in fitting the equations of both hypotheses is the 
composite price for finished steel by the Jron Age. The Index 
for Industrial Production selected for the first two periods is the 
American Telephone and Telegraph Index of Business, and for 
the third period the Standard Statistics Index of Industrial Pro- 
duction. 

The figure used for the quantity-taken is, in each case, an 
Index of Sales. This is used as a substitute for production figures, 
which are unsatisfactory because of the fact that production is on 
order and that production in a certain month does not necessarily 
coincide from the standpoint of sales with the price of that month. 
The construction of this Index of Sales is made by taking account 

8 C. F. Roos, “Dynamical Theory of Economics,” Journal of Political Economy, 
XXXV (1929), 632-56. 
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of the changes in orders of the United States Steel Corporation as 
well as figures for current production. It represents to a first 
approximation the quantity of steel actually sold during a given 
period.” 

The use of this Index of Sales is as necessary to the securing 
of reasonable results as the improved hypotheses already de- 
scribed. The fitting of equations representing the two hypotheses 
to production data gives less consistent and satisfactory results 
than those obtained with the use of the Index of Sales. At the 
same time the substitution of the Index of Sales for production 
figures does not make improvement in the demand hypothesis 
unnecessary. The study indicated that both the extension of the 
demand hypothesis and the revision of the data were required. 
The equations customary in agricultural demand studies still give 
positive quantity-price relationships when the Index of Sales is 
used.?? 

The equations were fitted to the monthly data from 1902 to 
1930 by the three periods—1g02-15, 1916-20, 1921-30. This di- 
vision was made in order to separate the periods of extreme price 
fluctuation from the more “normal” ones. 


The testing of the first hypothesis must be done by the fitting 
of three of the equations representing it. The hypothesis may be 
taken in the form expressed by equation (1), i.e., 


o dp 
(1) y=apt+b+h at 


© This index has been criticized on the ground that it includes speculative ele- 
ments, the pyramiding of orders when prices are rising and cancellation when prices 
are falling. This type of activity in the steel market, however, has already been 
taken into account by inclusion of a rate of change of price term in the equations. 
The hypothesis is thus made to take proper account of an element in the market 
which cannot be separated from the data. 

‘7 For example, the fitting of the equation y= ap+b+ct where y=quantity de- 
manded, p=price, and #=time, when the series used for “quantity-demanded” is 
the Index of Sales, gives the following parameters for p: 

—o.11+0.41 in the period 1902-15 
—o.35+0.16 in the period 1916-20 
0.095 + 0.42 in the period 1921-30 
These parameters, expressing the “net” relation of price and quantity-taken after 
the elimination of trend, while not consistently positive as in earlier studies using 
production data, are still so inconsistent and so small in relation to their standard 
errors that interpretation is not possible. 
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or in its second form (2.3), i.e., 


(2.3) y(t) =ap(t)-+b+ >. wip(7) 


or in its complete form in (3): 
t 
d = 
(3) y(t) =ap(t)-+b-+h P+ Dror) 


Before fitting these equations, the substitution of discrete prices 
for an integral as an expression for prices in the past, must be 
paralleled by a substitution of differences for the differential as an 
expression of the rate of change of price. The effect of price 
movement can operate in the market only through actual differ- 
ences in price over a discrete time interval or through a marked 
trend of prices in the recent past. Analysis of the relation of 
sales to price movements indicated that the general movement in 
prices had more influence in determining sales than the month-to- 
month fluctuations. Consequently, the price series was smoothed 
by a five months’ moving average, and the first differences of this 
smoothed series were used as a measure of the rate of change of 
price in fitting the equations. 

In selecting the prices in the past for the fitting of the summa- 
tion term the effect of remote prices was disregarded and the 
prices of the third, sixth, and ninth months preceding the one in 
question were used. Remote prices should be disregarded in spite 
of possible high correlations between the past sales and these 
prices, since these high correlations are due to the juxtaposition 
of two series having cycles of approximately the same length. 
Only three months were selected because the use of price in 
adjacent months would make the coefficients so unstable that no 
satisfactory conclusion could be drawn. Equations were fitted to 
the trend deviates of the data. Table I gives the results of the 
fitting of the three equations. 

It is to be noted that only equation (3) gives a consistent nega- 
tive relationship between the price and quantity-taken, which is 
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the only theoretically reasonable relationship between these two 
quantities."* It is quite clear, however, that a determination of 
demand at a moment is largely due to the rate of change of price 
immediately previous; there can be little doubt that the move- 
ment of price definitely influences sales. Further inspection of 
Table I demonstrates that the change in sign between the price 
of the past month and sales in equations (2.3) and (3) is due 
to the inclusion of the differential term in the latter equation. 
The reason for this is that giving a positive fit to the price in the 
current month, and a negative fit to that of three months previ- 
ous, which is the result of fitting equation (2.3), means that rising 
prices are weighted positively and falling negatively. If the prices 
are about the same the weights will cancel out. A positive 
coefficient for the first difference of a price series, however, 
amounts to the same thing, for in this case also rising prices are 
weighted positively, and falling prices negatively. In other words, 
in equation (2.3) the weighting given the two prices takes the 
place of the differential term. 

From the fit of equation (3), however, the following definite 
conclusion can be drawn. When the bullish and bearish effects 
of rising and falling prices are held constant, a price lower than 
the price three months previous stimulates sales, while a higher 
price dampens them. In other words, when prices have fallen, 
sales will be stimulated, and when they have risen, sales will be 
depressed. It is, therefore, possible to conclude that when con- 
stant weights are given to the rate of change of price and previous 
prices, the lower the current price the greater will be the quantity 
taken and vice versa. 

This hypothesis, however, is not completely satisfactory. Not 
only is it incomplete, as we have already noted, but the statistical 

It is not theoretically impossible to have a positively sloping demand curve. 
This can occur when goods are competing rather than completing and the expen:i- 
ture of the article consumed is a large portion of the budget. The familiar example 
of such a situation is that of potatoes in Ireland, but this type of situation does not 
apply to steel or any other important producers’ good. Therefore, it is not unreason- 
able to assume upon the basis of the usual analysis that the demand curve must be 
negatively inclined. 





PROBLEM OF STATISTICAL DEMAND TECHNIQUES 591 


results might be better. In fact, the size of the coefficients of 
multiple correlation (0.63-0.75) indicates that there are important 
elements in the quantity-price relationship for which no explana- 
tion has been given. Besides this, it is probable that the differen- 
tial term is given an importance which is more properly attributed 
to another variable, namely, the changes in the general business 
situation. 

An additional point in favor of the second hypothesis is the 
greater simplicity in the fitting of the equation (4) 


(4) y=apth+h 7 qPs r4+dt 


where y is the quantity-taken, p is the price, dp/dtis as before the 
rate of change of price with respect to time, J is the Index of In- 


TABLE II 


ANALYSIS OF THE DEMAND FOR STEEL, 1902-30, BY EQUATION:* 
y=b+ap+hp'+cl+dt 
(The figures preceded by + are standard errors) 








y=f(p, 9’, 1, 9 


y=4.20—(1.56 +0.31 )p+(7.99+1.06)p’ 
+(0.036+0.005)I+(0.41+0.12)¢ 


y=3. x fo. 55 +0.08 e+ (0.4840. 21)9' 
+(0.12 +0.011)I+(0.15+0.04)# 


y=1.49—(1.27 t0.23 )p+(6.27+0.94)p’ 
+(4.64 +0.35 )I+(0.03+0.17) 




















* y=Index of sales of steel, millions of gross tons 
’=Price of steel, cents per pound. 
?’ =First differences of price. (Written as dp/dt in the text.) 
I = Index of Industrial Production, 1902-20: American Telephone & Telegraph Index of Business, 
plus and minus deviations. 
1921-30: Standard Statistics Index of Industria] Production, ratios to normal. 
t=Time (0.01 is monthly interval), origin at first month in period. 
t R’ is the coefficient of multiple correlation corrected for the number of ae 
tis the standard error of estimate corrected for the ber of par t 
§ yp" p’1t is the coefficient of part correlations. See M. J. B. Ezekiel, Methods of Correlation Analysis. 
(New York: John Wiley & Sons, Inc., 1930), pp. 181-83. Defined generally, it is ry... on 
where #545 7222-4 





dustrial Production and ¢ is time. The results of the fitting ap- 
pear in Table II. 
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An analysis of the tabulation suggests the following conclu- 
sions: 

1. The estimates of the Index of Sales from the equations are 
fairly good, and the size of the coefficients of multiple correlation 
precludes the possibility that the relationships are due to chance. 

2. The relations described by the coefficients of regression are 
uniform and significant, and indicate no change in direction from 
period to period. The net relation between quantity-taken and 
price is negative, between quantity-taken and the rate of change 
of price positive, that between quantity-taken and an Index of 
Industrial Production positive, and that between demand and 
time generally positive. There is some change in the order of the 
coefficients for the war period, but the use of the logarithms of 
price would probably have reduced the difference. The coefficients 
of the indices of production are, unfortunately, not comparable. 
There is some indication, however, that the relations between 
price and the rate of change of price returned in the third period 
to their pre-war status. 

3. Negative relationship between quantity-taken and price can 
be measured by a part correlation coefficient, or a partial correla- 
tion coefficient, as well as by the regression coefficient. The part 
correlation coefficient’? is indicated in Table II. It measures the 
relationship between price and quantity-taken, after the latter 
has been corrected for the rate of change of price, industrial pro- 
duction, and time, by giving these three variables their weights in 
the regular regression equation. 

The third hypothesis, as might be expected, gives a better fit 
than the second. For each period and each equation the coeffi- 
cients of correlation corrected for the number of constants are: 

First Hy- _ Second 
thesis Hypothe- 


Period uation sis Equa- 
(3) tion (4) 


0.68 0.81 
0.88 
0.92 


19M. J. B. Ezekiel, Methods of Correlation Analysis (New York: John Wiley & 
Sons, Inc., 1930), pp. 181-83. 
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The results of fitting the two equations give interesting rela- 
tionships. In each equation, the relation between sales and the 
rate of change of price is positive and significant. Either demand 
pattern substantiates the bullish and bearish effect of rising and 
falling prices. But the outstanding feature is the stability of the 
coefficients of the price term in the two cases. A comparison of 
the coefficients of price for the three periods indicates the fol- 
lowing: 


. First Hypothesis Second Hypothesis 
Period Equation (3) Equation (4) 


—2.50+1.00 —1.56+0.31 

—0.60+ 0.25 —o.55+0.08 

—1.93+1.09 —1.27+0.23 
In none of the three cases is the difference between the coeffi- 
cients greater than the larger of the standard errors. This sta- 
bility, of course, does not prove that quantity and price would 
have a relation of this order under all possible demand hypothe- 
ses, but it does indicate that relations obtained by fitting the two 
equations are more than a chance phenomenon. 


Iil 


There now exist by the criteria of rationality, goodness of fit, 
reasonableness of sign and size of the parameters, two fairly good 
demand equations for steel. It is possible to conclude that if either 
of two different sets of factors is given constant weights, the rela- 
tion between price and quantity is negative and for both sets ap- 
proximately of the same order. 

The hypotheses made, however, are by no means the only possi- 
ble ones. As already suggested, the testing of more complex and 
flexible hypotheses might change the results obtained. The gen- 
eral certainty of the conclusions must also be qualified by the 
fact that the application of a multiple correlation technique gives 
only an average result for the period covered. It is possible for 
the general configuration in time of the series, all of which have 
cycles of approximately the same length, to produce the results 
obtained. For example, the Index of Industrial Production typi- 
cally moves between the Index of Sales and the price of steel. The 
inclusion of this series in the equation, by its very position in rela- 
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tion to the other two series, tends to make their net relationship, 
as measured by the equation, a negative one. 

This means that the general significance of the coefficients is 
limited. There is only one observation for each month, only one 
set of observations for each cyclical movement. The observations 
for each cyclical movement, furthermore, follow much the same 
pattern. This limited pattern of observations limits the generality 
of the coefficients we derive by fitting equations to these observa- 
tions. Thus there is no proof that the relations given by the 
coefficients may not be irreversible. That is, it is not certain, for 
example, whether a rise of prices early in the boom would have 
the same effect as one late in the boom. Such a contingency did 
not arise within the range of the observations. The fitted 
equations are, then, a description of the average, though fairly 
uniform, relationships between the series. It is quite possible 
that the action of other unanalyzed factors produces the observed 
concomitances. An attempt to analyze the possible effect of the 
position of the cyclical movement on the reaction of the quantity- 
taken to price and to movement of price will be a pertinent sub- 
ject for research. 

Despite these qualifications, this study, although a beginning, 
seems to be successful in part in deriving a plausible analysis from 
the concrete facts of price behavior for this type of commodity. 
It is reasonable to believe it may be a departure for a more rigor- 
ous and comprehensive analysis of price and quantity relation- 


ships. 
ROSWELL H. WHITMAN 
R. H. Macy & Co. 
New York City 





THE NEW MODEL TRADE AGREEMENTS 


ESPITE tradition Great Britain has not “muddled 
D through” toward a new foreign commercial policy. Hav- 

ing abandoned the nineteenth-century philosophy of 
laissez faire as untenable in a “changed” world, she has developed 
within the past two years a new tri-partite policy which the 
London Times has described as “giving in the British market first 
place to British producers, second place to dominion producers, 
and third place to producers in foreign countries” who are pur- 
chasers of British goods. First came the Import Duties Act to 
protect the British producers, next the Ottawa agreements to 
safeguard dominion producers, and lastly the “new-model”’ trade 
agreements drawn up according to bargaining principles to favor 
her foreign customers in order to enlarge her marketing oppor- 
tunities. 

The necessary bargaining instruments were provided in 1932 
by the protective tariffs set up under the Import Duties Act and 
the agricultural quotas created by the Agricultural Marketing 
Act, without which, according to the Board of Trade, it would 
have been impossible to open negotiations or to conduct them 
successfully. In order to implement the new acts for use in re- 
ciprocal trade agreements, a special provision was included in 
Clause 7 of the Import Duties Act, giving power to the Treasury, 
on recommendation of the Board of Trade, to order that the 10 
per cent duty or any additional duty shall not be chargeable on 
imports from a specified country. In this way, without the con- 
sent of the Import Duties Advisory Committee, which may have 
decided on duties as necessary for the protection of a given indus- 
try, the Board of Trade can ask the House of Commons to reduce 
such duties in bargaining agreements. On the other hand, the ne- 
gotiators are limited by the Ottawa agreements, which prevent 
the United Kingdom from bargaining beyond the minimum duties 
written into the agreements for a period of five years—a limita- 
tion which applies to about 27 per cent of total British imports. 
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The extension of the export markets has been stated frankly as 
the purpose of the agreements. In introducing the subject in the 
House of Commons, Mr. Runciman, president of the Board of 
Trade, said: 

We are well aware of the fact, as everybody is who looks into the subject, 
that the distressed areas are mainly export areas. They are areas which are 
dependent upon the export of coal, of shipping, of iron and steel, of textiles. 
. ... When we took a survey of the situation we came to the conclusion that 
the best service that could be rendered by the government as a whole, was to 
endeavor by such powers as they possessed, and by such negotiating ability 
as they could command, to provide work by way of the extension of our 
export trade [Parliamentary Debates, Commons, Vol. CCLXXVI, col. 2632 


(April 12, 1933)]. 

Representatives from the several countries were invited to visit 
England to discuss trade relations, and within a year agreements 
with Denmark, Norway, Sweden, Iceland, Germany, Argentina, 
Finland and the U.S.S.R. were drafted.’ In all, twenty-two coun- 
tries have signified a desire to negotiate. 


THE SCANDINAVIAN AGREEMENTS 

Though differing in detail, the agreements with the Scandina- 
vian countries and Finland present similar problems and can be 
analyzed together. They are all low-tariff agricultural or raw- 
material countries, complementary to Great Britain in their ex- 
ports, with whom she has an unfavorable balance of trade (see 
Table I). The British market is the chief outlet for their agricul- 
tural, dairy, and forest products, while their imports, most of 
which are obtainable from Great Britain, have shown a tendency 
to scatter with the industrial development of their neighbors. 
Great Britain, on the other hand, is anxious to enlarge her trade in 
these markets and to adjust more favorably her trade balance, 
while at the same time she carries out a policy of agricultural pro- 
tection at home and preferential treatment of her dominions who 
are competitors of these countries. 

* Anglo-Danish agreement, April 24, 1933; Anglo-Norwegian agreement, May 15, 
1933; Anglo-Swedish agreement, May 18, 1933; Anglo-Icelandic agreement, May 19, 
1933; Anglo-German agreement, April 13/May 3, 1933; Anglo-Argentine agree- 
ment, May 1, 1933; Anglo-Finnish agreement, September 29, 1933; Anglo-Russian 
agreement, February 16, 1934. 
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The agreements can be summarized in four parts: the tariff 
concessions, the quota regulations, and the protocol undertakings 
with respect to the purchase agreements and coal. They are all to 


TABLE I 


BRITISH FOREIGN TRADE WITH SPECIFIED COUNTRIES IN 1931* 
(coo Omitted) 








Trade Percentage 


Imports Exports Balance of Imports 





$211,520 $ 30,428 | —$172,092 81 
52,667 7,318 | — 45,349 86 
39,161 34,521 | — 4,640 12 
78,575 35,3603 | — 43,212 55 





$381,923 | $116,630 | —$265,293 7° 

















* U.S. Department of Commerce, Commerce Yearbook, 1932, I1, 291. The year 1931 was the last 
year under the old policy. 
run for three years and after that to be subject to denunciation at 
six months’ notice. All disputes are to be referred to the Perma- 
nent Court of International Justice. The typical clause on this 
point reads as follows: 

ArTICLE 8. The Contracting Governments agree that any dispute that 
may arise between them as to the proper interpretation or application of 
any of the provisions of the present Agreement or any of the treaties enumer- 
ated in Article 7 shall, at the request of either of them, be referred to the 
Permanent Court of International Justice, unless in any particular case the 
Contracting Governments agree to submit the dispute to some other tri- 
bunal, or to dispose of it by some other form of procedure. In case any dis- 
pute shall fail to be submitted to the Permanent Court of International Jus- 
tice, the Court shall, unless the Contracting Parties otherwise agree, be 
requested to give its decision in accordance with the summary procedure 
provided for in Article 29 of the Statute of the Court [Agreement between 
the Government of the United Kingdom and the Government of Denmark relating 
to Trade and Commerce, London, April 24, 1933, Cmd. 4208, p. 8]. 


The tariff clauses provide for the reduction of rates on certain 
commodities, the conventionalization of present rates on other 
commodities, and the maintenance on the free list of other items. 
The most important concessions for British exports include tex- 
tiles, felt hats, carpets, boots and shoes, photographic plates, 
automobiles, motor cycles, small motors, tires, tin plates, galva- 
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nized sheets, herrings (Finland only), and prepared foods such as 
preserves and biscuits. In addition, Denmark has agreed to alter 
the basis of import duties on automobiles, in a way advantageous 
to British cars; and the Finnish government has undertaken that 
the word “whisky” shall be applied only to whisky produced in 
English-speaking countries. 

In return, Great Britain has promised to keep on her free list 
articles of special interest to these countries such as bacon and 
hams, newsprint, wood pulp, pit props, iron ore, and certain ma- 
chinery for shipbuilding, and to add telegraph poles; to conven- 
tionalize her tariffs on butter, eggs, fish, cream, condensed milk, 
and cod-liver oil (unless the Newfoundland protocol is ratified) ; 
and to reduce tariffs on certain classes of iron and steel, wrapping 
paper, certain classes of wood, wooden sewing-thread reels, writ- 
ing paper, granite block, certain chemicals, soap flakes, dairy ma- 
chinery, and stoves for domestic heating. 

In the clauses dealing with the quantity regulations, Great Brit- 
ain has made use of her quota system, both to safeguard her right 
to protect her agricultural and fishing interests, and to guarantee 
a favorable share to these countries. The standard clause intro- 
ducing the allocations reads as follows: 


.... the Government of the United Kingdom undertake not to regulate 
the quantity of the imports of . . . . except in so far as may be necessary to 
secure the effective operation of a scheme or schemes for the regulation of the 
marketing of domestic supplies of these products. In the event of such regu- 
lation of imports being introduced in the case of all or any of these products 
the following provisions shall have effect in so far as they may be applicable. 
[White Paper, Cmd. 4208, art. 4, p. 4]. 

Three methods are used, a percentage allocation of total imports 
of a specified commodity, a minimum quantity guaranty, or a 
combination of these two. For instance, Denmark is given an al- 
location of 62 per cent of permitted imports of bacon and hams; 
Denmark, Finland, and Sweden are given quantity allocations of 
butter with provision for an increase if total imports exceed a 
stated quantity; Denmark, Norway, Sweden, and Iceland are 
given quantity allocations of certain kinds of fish; while Denmark 
is given a quantity allocation of butter with the provision that, if it 
is necessary to reduce imports still further, the Danish allocation 
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shall not be less than 38 per cent of permitted imports. Wisely, 
Great Britain has left the control of these limited imports in the 
hands of the exporting countries, “‘so long as the Government of 
the United Kingdom are satisfied that such control is effectual and 
in conformity with the scheme or schemes of regulation of imports 
for the time being in force.” 

The purchase agreements, which are really a kind of gentle- 
man’s agreement, appearing in Part I of the protocols of the Dan- 
ish and Finnish agreements, are of interest as providing within the 
treaty structure a special kind of bargaining. In the Danish agree- 
ment the introductory clause states: 

1. The Contracting Governments having concluded the Commercial 

Agreements in the desire to maintain and facilitate still further trade and 
commerce between the two countries, the Government of Finland, having 
regard to the proportion of Finnish exports taken by the United Kingdom, 
declare their intention, in furtherance of the objects of the Agreement, to 
encourage and promote by all means at their disposal the importation into 
Finland of goods produced or manufactured in the United Kingdom [White 
Paper, Cmd. 4425, Protocol, Part I, p. 1]. 
Then follows a series of clauses beginning, ““The Contracting Gov- 
ernments take note of an agreement concluded” or recommenda- 
tions made between various trade associations of the countries 
concerned. According to these, the parchment paper for wrapping 
butter exported to the United Kingdom, the salt used in preparing 
the bacon and ham exports, and the jute wrappers are all to be 
purchased in Great Britain. Other British products, the importa- 
tion of which is to be encouraged by this method of government 
recognition of arrangements between producers’ organizations, in- 
clude iron and steel, flour, creosote, commercial motor vehicles, 
and products for Finnish woodworking industries. When the tex- 
tile industries complained that they had not been accorded this 
type of special treatment, they were told that they were not suffi- 
ciently well organized to make such arrangements possible. As an 
additional stimulus to trade, British commercial travelers’ fees are 
to be reduced, while directors or principals of firms are permitted 
to enter without license. 

Finally, all the agreements pivot on the coal clauses in the 
protocols, which provide for their automatic termination by the 
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United Kingdom if there is any failure to live up to the commit- 
ments. Until 1926 the United Kingdom easily dominated these 
markets, providing 78-97 per cent of their total imports of coal. 
After that there was a steady loss to Poland and Silesia, until in 
1931 the British percentages of total imports had declined to the 
following: Denmark, 44 per cent; Sweden, 24 per cent; Norway, 
36 per cent; Finland, 29 per cent. In the agreements these coun- 
tries promise to admit coal free and to take these increased per- 
centages of their total coal imports from the United Kingdom: 
Denmark, 80 per cent; Sweden, 47 per cent; Norway, 70 per cent; 
Finland, 75 per cent; Iceland, 77 per cent. The Central Council of 
Colliery Owners and the British Coal Exporters’ Federation have 
given guaranties to the trade delegations “with regard to prices, 
qualities, availability of supplies and other matters.” In each 
country a committee is set up to deal with complaints and to fur- 
nish statistics on total imports of coal and imports from the 
United Kingdom. It is expected under this arrangement that 
with no change in the total consumption of coal in these coun- 
tries, British exports of coal to them will be increased by 3,000,000 
metric tons annually. 


THE GERMAN AGREEMENT 


The German agreement is more restricted in scope and has been 
described by Mr. Runciman as a “coal agreement.” It is an out- 
growth of differences arising over commercial relations between 
the two countries caused by the duties levied under the Import 
Duties Act, which Germany considered especially injurious to her 
trade, and the German import quotas on British coal, which had 
been reduced from 300,000 metric tons a month in October, 1931, 
to 100,000 metric tons a month in April, 1932. Both countries 
claimed that the spirit of the Anglo-German Treaty of 1924 had 
been violated, in which each agreed “‘not to impose, reimpose or 
prolong any duties or charges which are especially injurious to the 
other party.” Though both countries felt justified in referring 
their grievances to the Permanent Court of International Justice, 
they decided to settle the matter between themselves rather than 
await the tedious process of arbitration. 
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According to the agreement, the German Reich, which controls 
imports of coal through a license system, agrees to import a mini- 
mum of 180,000 metric tons of coal a month, exclusive of coal used 
for bunkers and free ports, which is estimated at 980,000 metric 
tons a year. Whenever the German consumption exceeds by 1 per 
cent or more the equivalent of 7,500,000 metric tons of coal in 
any one month, the British imports are to be increased by the 
same percentage the following month. In return the British gov- 
ernment has agreed to the reductions of her tariffs shown in 


TABLE II 
BRITISH TARIFF REDUCTIONS IN THE ANGLO-GERMAN AGREEMENT, 1933 








Present Duty Reduced Duty 


Commodity (Per Cent) (Per Cent) 





“Finance Act” duties: 
Musical instruments. .................. 334 15-25 
(Pianos, piccolos, stringed instruments, 
gramophones, concertinas, mouth organs, 


clocks) 
“Import Duties Act” duties: 

Acai GUAsAeenbetwesiecbseneuad 25 15 
Christmas-tree ornaments............... 25-30 15 
PE Siirnid ded eigenes in teen eevee 30 25 
Powder boxes and puffs................. 30 25 
i  Gininaahvesereeaeaeew eas 30 20 
ccc nhavasannsesdanawes 25 20 
EE ee gee coer 20+ 25. a gross 20+ 15S. & gross 
Acetic acid and acetone................. 334 20 
ERE RIE SSE reer ener 20 15 
I ss ata kiehoeucedaenunad 333 25 











Table II. The agreement aroused considerable controversy in 
Parliament and is interesting as illustrating a possible type of 
agreement between two industrial countries, bargaining with tar- 
iffs and quotas, and as an alternative method to arbitration. It is 
to continue in force until the expiration of three months from the 
date on which either government shall have given notice to ter- 
minate it. 


THE ARGENTINE TREATY 


The treaty with Argentina offered greater obstacles. The rela- 
tions between the two countries are complementary both with re- 
gard to markets for capital and goods. For years British capital 
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has flowed into Argentina to be invested in public works such as 
docks, harbors, railroads and roads, until today, according to Mr. 
Runciman, British investments there amount to £500,000,000, 
the largest sum in any outside country. As a source of important 
food supplies, Argentina has ranked second or third among the 
principal countries from which imports were consigned until 1933, 
when Australia and Canada took second and third places and 
Argentina dropped to fourth place on the import list. As a market 
for British exports she is less important and ranks ninth. Ana- 
lyzed from the Argentinean point of view, Great Britain takes over 
one-third of her exports and supplies over one-fifth of her imports, 


TABLE III 


TRADE OF ARGENTINA WITH THE UNITED KINGDOM* 


(Value in Pesos Oro) 
(000,000’s Omitted) 








Import 





Value Percentage Value Percentage 





146.6 19.8 224.4 5 — 77.8 
108.5 21.0 249.7 —141.2 
78.1 20.4 201 .6 —123.5 

















* League of Nations, International Trade Statistics, 1931-1932 (1933), p. 22 (adapted). 


heading both lists. Her trade balance is highly favorable, as can 
be seen from the figures in Table III. 

Because of financial difficulties caused by the rapid decline in 
world-prices of food and raw materials, Argentina was one of the 
first countries to adopt a rigid system of foreign-exchange control, 
which immediately affected British bondholders and merchants. 
In all, it has been estimated that £6,000,000 owing to public util- 
ity companies were held up, £1,000,000 owing to insurance and 
investment companies, and £4,500,000 owing to British mer- 
chants, of which at least £500,000 represented debts to the textile 
trades. To liquefy these debts and to enlarge the Argentine mar- 
ket for British products were the two objects of the agreement. 

In negotiating the treaty Great Britain’s bargaining strength 
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rested on two points, namely, her unfavorable balance of trade 
with Argentina, which placed her in a favorable position to lay 
claim to the surplus exchange, and her importance as a buyer of 
99 per cent of Argentine chilled beef, the whole industry having 
been built up to supply the British market. In fact, Mr. Runci- 
man went so far as to say: “If we had not been far and away the 
largest purchaser of Argentine meat, it would not have been possi- 
ble to have made this agreement at all.’’ On the other hand, the 
British had a delicate adjustment to make in relation to their 
commitments under the Ottawa pacts, since her dominions are 
competitors of Argentina, as well as in consideration of her own 
domestic agricultural program. 

The agreement is in two sections. The first part, known as the 
Roca agreement, was signed on May 1, 1933, in order to hasten 
the ““unfreezing” of the credits; while the second part, which deals 
with tariffs, was delayed until September 26, 1933. According to 
the financial sections, Argentina has agreed to give preferential 
use of all future sterling exchange arising out of the sale of Argen- 
tine products to Great Britain after the deduction of a reasonable 
sum annually toward the service of the Argentine Public External 
Debts. Small transactions amounting to 12,000,000 paper pesos 
were to be liquidated at once, while the remainder were to be 
liquefied by the offer to the exchange claimants of 4 per cent ster- 
ling bonds of the Argentine government. These are to run for 
twenty years, with repayment beginning after five years.’ 

In return the United Kingdom agreed not to reduce her imports 
of chilled beef more than 10 per cent below the 1931-32 amount 
unless required by the domestic price-level. If such a restriction 
becomes necessary, similar percentage reductions will be imposed 
on imports of meat from the dominions. It is further provided 
that if restrictions on Argentine beef are accompanied by increases 
of frozen beef from Empire countries, the restrictions on Argen- 

? Over £13,000,000 of such bonds have been subscribed to by British companies 
concerned. A trust, called the “United Kingdom and Argentine 1933 Convention 
Trust,” has been organized in Great Britain which has offered to take over bonds 
amounting to £10,000,000 for 20 per cent cash and 60 per cent C certificates ([Lon- 
don] Economist, October 28, 1933, p. 819). A similar modus vivendi agreement was 
signed with the Netherlands on January 31, 1934. 
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tine beef will be removed. Though this agreement has meant a 
loss of about 333 per cent of-her former sales of chilled beef to 
Great Britain, it at least guarantees to Argentina a protected 
place beside the dominions. In the protocol the United Kingdom 
agrees to co-operate with Argentina “in a joint inquiry into the 
economic and financial structure and working of the meat trade”’ 
and to allocate 15 per cent of total meat imports from Argentina 
to any undertakings of the government or producers, “not con- 
ducted primarily for private profit but for the better regulation of 
the trade with the purpose of assuring a reasonable return to the 
cattle producer.” 

Further commitments of the United Kingdom include an agree- 
ment not to impose new or increased duties on meat, bacon, hams, 
wheat, linseed, maize, or quebracho extract coming from Argen- 
tina, nor to establish quantity limitations on wheat, maize, lin- 
seed, bran and pollard, sharps and middlings, raw wool, premier 
jus, unrefined tallow, horse hair, casings, and quebracho extract, 
all of which natural products are of primary interest to Argen- 
tina. As a guid pro quo, the Argentine government has stated its 
intention to maintain coal on the free list, as well as all other 
goods that are at present imported into Argentina free of duty; to 
reduce tariff rates and official valuations on nearly three hundred 
items in her tariff schedules, bringing them down to her 1930 
rates; to make changes in her classifications of certain goods and 
to conventionalize certain other duties, all of which are of special 
interest to the United Kingdom and compose about 75 per cent 
of her exports to Argentina. Finally, there is a statement to the 
effect that Argentina will enter into discussions with the United 
Kingdom to consider means “by which the present position of 
United Kingdom coal in the markets of Argentina may be as- 
sured”’ and a pledge not to tax internally British liquor at higher 
rates than Argentine liquor. 

3 These include products in the schedules covering raw materials, foodstuffs, 
beverages, automotive products, furniture, jewelry, hardware, machinery, glass, 


pottery, porcelain, textiles, clothing, dry goods, and chemicals (Board of Trade 
Journal, October 19, 1933). 
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THE RUSSIAN AGREEMENT 

The temporary Anglo-Russian agreement, signed on February 
16, 1934, presents still another type of bargaining agreement, es- 
pecially adapted to dealing with a country having a government 
monopoly of foreign trade. Though political relations between the 
two countries have been stormy since 1918, their natural trade re- 
lationship has resulted in three previous trade agreements in 1921, 
1924 (signed but never ratified), and 1930 during friendly inter- 
ludes. While the first two were terminated because of diplomatic 
incidents, the 1930 agreement was denounced in October, 1932, as 
an “automatic consequence” of the Anglo-Canadian agreement at 
Ottawa, Article 21 of which reads as follows: 

This agreement is made on the express condition that, if either Govern- 
ment is satisfied that any preferences hereby granted in respect of any par- 
ticular class of commodities are likely to be frustrated in whole or in part by 
reason of the creation or maintenance directly or indirectly of prices for 
such class of commodities through State action on the part of any foreign 
country, that Government hereby declares that it will exercise the powers 
which it now has or will hereafter take to prohibit the entry from such foreign 
country directly or indirectly of such commodities into its country for such 
time as may be necessary to make effective and to maintain the preferences 
hereby granted by it. 

Directed chiefly against the U.S.S.R., the United Kingdom felt 
impelled to terminate its most-favored-nation agreement with 
that country in order to implement the pact. 

The new agreement followed after fifteen months of difficult 
negotiations which were hampered by too intense public interest. 
Its three main objectives, from the British point of view, include 
(1) a new modified form of the most-favored-nation clause, (2) 
provision for a balance of payments more favorable to Great 
Britain, and (3) regulations for diplomatic immunity to be ac- 
corded the Russian Trade Delegation in London. 

Although the Ottawa pledges forced a revision of the most- 
favored-nation privileges, the British themselves were dissatisfied 
with the use of the clause in dealing with a state monopoly of for- 
eign trade. In defending the agreement before the House of Com- 
mons, Mr. Runciman said: 
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We were anxious, in the first place, to get rid of the old most-favoured- 
nation Clause which appeared in the 1930 Agreement, which we found by 
experience was not working automatically, and certainly was not providing 
us with anything like fair play in Russia. It is impossible to work a normal 
most-favoured-nation Clause as an automatic piece of commercial policy 
when, on the one side, you have a private individual acting as a trader, 
merchant, broker, shipowner and so on, and on the other side a State which 
can control the whole of the commercial transactions into and out of a coun- 


try. 

It is quite obvious that, without any infringement of the most-favoured- 
nation Clause a State which is in that position is able to transfer its patronage 
from one country to another, to make its purchases where it pleases, to close 
down its commercial relations where it pleases, without any infringement of 
the most-favoured-nation Clause in its orthodox form [Parliamentary De- 
bates, Commons, Vol. CCLXXXVI, cols. 1291-92 (March 1, 1934)]. 


While the revised clause which is found in Articles 1 and 2 begins 
with the traditional most-favored-nation pledges, it contains a 
significant qualification which the Economist has called an “inno- 
vation.” It provides that if either contracting party represents 
to the other that prices of any class of goods “are being created or 
maintained by the other Party or by its State economic organiza- 
tions, as are likely to frustrate preferences accorded, or detrimen- 
tally to affect the production of such goods, in the United King- 
dom or the Union of Soviet Socialist Republics respectively, the 
two Parties agree to enter immediately into negotiations.” Failing 
a settlement, the aggrieved party may intimate that the most- 
favored-nation treatment with respect to import and export 
restrictions shall cease to apply to the goods in question after a 
period of three months, although the agreement as a whole will 
still remain in force. 

The chief feature of the agreement is, however, the undertaking 
to balance the trade between the two countries within a period of 
four years, which, as can be seen from Table IV, has been passive 
for the United Kingdom since before the war. Invisible exports 
have added only about 25 per cent to the total value of visible ex- 
ports, thus leaving for the U.S.S.R. a favorable account which has 
been used to finance purchases from other countries, especially 
Germany. To redress the balance, an ingenious system has been 
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devised whereby the U.S.S.R. has agreed to apply an increasing 
proportion of the proceeds from its exports to the United King- 
dom to the purchase of British goods and shipping services until 


TABLE IV 


BRITISH TRADE WITH THE U.S.S.R.* 
(coo Omitted) 








Imports Exports 


£40,271 £27,604 
34,235 9,291 
32,286 Q, 203 
19,645 10,620 
17,436 4,257 














* Adapted from the Economist, February 24, 1934, p. 386. 


an approximate balance of payments is achieved. The schedule 
agreed upon is as follows: 
The payments of the Union of Soviet Socialist Republics in the United 


Kingdom as hereinafter defined shall bear to the proceeds of the Union of 
Soviet Socialist Republics in the United Kingdom as hereinafter defined the 


following proportions :— 
In the year ending December 31, 1934.......... 
In the year ending December 31, 1935 


In the year ending December 31, 1936.......... 
In the year ending December 31, 1937 


Thereafter an approximate balance of payments measured by the ratio 
1:1.1 shall be maintained [White Paper, Cmd. 4513, p. 9]. 


The mechanics of the plan are relatively simple for so compli- 
cated a computation. On the one hand, the proceeds of the 
U.S.S.R. are to be reckoned according to the value of one item 
only, namely, imports of merchandise recorded in the trade ac- 
count of the United Kingdom,‘ while, on the other hand, the pay- 
ments of the United Kingdom are composed of four different 
items: (1) exports and re-exports of the United Kingdom, subject 

‘ Ninety-seven per cent of the value of canned salmon not handled by the trading 
organizations of the U.S.S.R. is to be deducted from this figure, as it is produced in 


Kamchatka by Japanese companies. The remaining 3 per cent represents rents and 
taxes paid by Japanese fishing interests to the U.S.S.R. 
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to deduction of the amount of credit maturing after the end of the 
year, (2) amounts of credits repaid during the year, (3) shipping 
accounts which will encourage the use of British ships, and (4) an 
amount equal to 6} per cent of the total trade turnover between 
the two countries, which, it is estimated, will represent the excess 
of all invisible items except shipping owed by the U.S.S.R.., in- 
cluding interest, insurance premiums, salaries, commissions, 
brokerage, and discounts. Whenever the payments of the 
U.S.S.R. differ from the amounts which they should have reached, 
the excess will be credited or the deficiency will be debited to the 
accounts of the following year. In no case, however, are Russian 
payments to fall short of the stipulated amounts by more than 7} 
per cent. 

In addition, the agreement specifically excludes claims to bene- 
fit by the United Kingdom to special concessions granted by the 
U.S.S.R. to border-states and claims to benefit by the U.S.S.R. to 
imperial preferences granted to members of the British Empire; 
goods from the Empire countries exclusive of the dominions are to 
be accorded most-favored-nation treatment, providing they give 
similar treatment to goods of the U.S.S.R.; and, lastly, the trade 
between the two countries is to be eligible for the granting of ex- 
port credit guaranties on the same basis as trade with other coun- 
tries. The agreement is to remain in force until the expiration of 
six months from the date upon which either of the contracting 
parties shall have given notice of intention to terminate it. 

Though there was some disappointment among certain British 
interests, especially the herring industry, over the unwillingness of 
the Russians to include definite commitments, the agreement 
would seem to be distinctly advantageous to the British, since it 
involves no sacrifice of the home market and gives a reasonable 
assurance of an increased market for the exporting industries, par- 
ticularly herring, iron and steel goods, machine tools, ships, and 
electrical goods. Barring further diplomatic disturbances, the two 
possible pitfalls will lie in the difficulty of determining what is a 
dumped import from a country under a different economic system 
and in the difficulty of computing accurately the balance of pay- 
ments between the two countries. Success in the development of 
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these two techniques will be a matter of no small interest to other 
trading nations. 
CRITICISMS OF THE AGREEMENTS 

Criticism of the treaties has followed the usual lines which arise 
when there is any tampering with the tariff. It was argued that 
industries in certain areas had been sacrificed to the exporting in- 
dustries, particularly in the German agreement; that the provi- 
sions for the import of meat and dairy products violated the spirit 
of the Ottawa pacts and endangered the program for the stimula- 
tion of British agriculture; and that good-enough bargains had 
not been driven for the textile and herring industries. Further, 
there was a feeling of dissatisfaction over the failure of the Board 
of Trade to consult the organizations representing agriculture and 
the several industries concerned or the Import Duties Advisory 
Committee itself, even when their reductions ran counter to the 
recommendations of that committee. In speaking to this point, 
Mr. Amery said: 

Is industry to understand in the future that the tariff, arrived at as the 
minimum to afford security for British industry by the Committee, after 
examining every factor affecting industry, hearing objections on the part of 
other industries and consumers and insisting upon standards of efficiency, 
means nothing to the industry concerned, and can be brushed away without 
notice at any moment by the action of a President of the Board of Trade, 
influenced only by pressure from the exporting industries? [Parliamentary 
Debates, Commons, Vol. CCLXXVII, col. 1679 (May, 10 1933)]. 


Such a situation, it was emphasized, created a feeling of insecurity 
on the part of manufacturers who were conducting their businesses 
under the minimum of protection afforded by the Import Duties 
Advisory Committee. 

In reply to the critics Mr. Runciman, president of the Board of 
Trade, stated that the government assumed full responsibility for 
the terms of the agreements, and quoted figures showing the esti- 
mated number of workers who would be re-employed in the coal 
and allied industries as a result of the agreements, in comparison 
with the estimated number of workers who would become unem- 
ployed as a result of the tariff reductions. ‘“The House knows in 
every quarter,” he said, “that from the very first we have regard- 
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ed bargaining power essential for the well being of our industry. 
. .. . But you cannot make omelettes without breaking eggs.”’ 


ATTITUDE TOWARD THE MOST-FAVORED-NATION CLAUSE 


One of the most important by-products of the British experi- 
ence in drafting these treaties has been the changing attitude of 
the government toward the most-favored-nation clause, the cor- 
ner-stone of British commercial policy of the past century. At the 
opening of the treaty discussions, Mr. Runciman stated quite 
clearly that he was “‘satisfied that the most-favoured-nation clause 
in this country’s commercial treaties has been an invaluable safe- 
guard to its external trade,” and claimed that it could not be easi- 
ly dropped. Later, in defending the treaties in the House after he 
had encountered the difficulties of negotiation, he shifted his posi- 
tion in the following statement: 


Countries entitled under existing treaties to most-favoured-nation treat- 
ment will enjoy the benefits of any reductions which are accorded by the 
arrangements now being negotiated, but His Majesty’s Government propose 
in due course to undertake negotiations with other foreign countries, and 
they will certainly not be prepared to continue indefinitely to accord most- 
favoured-nation treatment to countries which show themselves unwilling to 
meet reasonable requirements of this country in regard to the treatment of 
United Kingdom goods [Parliamentary Debates, Commons, Vol. CCLXXVII, 
col. 1002 (May 4, 1933)].5 
Finally, there is his definite admission quoted above, that the 
clause without qualifications is inoperative when one of the con- 
tracting parties maintains a state monopoly of foreign trade. 
Since the ratification of these treaties, there has been a definite 
drive on the part of the manufacturing interests, such as the Man- 
chester Chamber of Commerce, the National Union of Manufac- 
turers, and the Federation of British Industries, urging the Board 
of Trade to modify its use of the most-favored-nation clause 
which “no longer corresponds to the realities of the modern 
world.” 


5 Some of the difficulties encountered include the giving of the low duty conceded 
to German toys to toys from Japan and Czechoslovakia; the duties accorded German 
clocks, etc., to Switzerland and the United States; while the concessions gained in 
Argentina and the Scandinavian countries have had to be shared with competitors, 
especially the textile concessions. 
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There can be no question but that the clause restricts the bar- 
gaining area. Whereas a certain concession can be given to a sin- 
gle country without causing undue injury to a domestic industry, 
its generalization to other countries may result in considerable dis- 
location of the industry. Conversely, the concession becomes less 
desirable to the other country. As Mr. Amery put it, every con- 
cession becomes “more onerous to the giver and less valuable to 
the recipient.” Although from an international standpoint the 
wide application of the most-favored-nation clause would result 
in a reduction of world-tariffs, its use in a program of bilateral 
agreements is incongruous and at variance with the purpose of 
stabilization of a nation’s foreign trade. 

A review of the foregoing agreements is illustrative of the use of 
the bilateral agreement as a flexible bargaining instrument. Work- 
ing within the limitations of the Ottawa pacts and the agricultural 
import restrictions, the United Kingdom has employed all her 
bargaining equipment, varying it to meet the different situations. 
In the use of the tariff structure, some tariffs have been lowered, 
other rates have been conventionalized, and certain commitments 
have been made with regard to the free list; while in the use of the 
import quotas, minimum quantities, percentage allocations of to- 
tal imports, and percentage allocations above and below fixed 
quantity imports have been applied. In return she has gained a 
probable annual increase of 4,000,000 metric tons in her coal ex- 
ports, favorable tariff concessions especially for textiles, ma- 
chinery, and automotive products, the backing of foreign govern- 
ments for important purchase agreements, and the possibility of 
enlarged trade from the allocations of foreign exchange and from 
the planned reduction of foreign-trade balances. 

It is a new path on which Great Britain has embarked with 
new trade controls and a new philosophy. Realizing the changed 
character, as well as changed dimensions, of world-trade, she has 
set out aggressively to seek available markets, even if on a smaller 
scale, and to stabilize her trade by means of reciprocal agreements. 
In so doing, she has adopted a policy of trade regulation which in- 
volves, in no small degree, economic planning. The faith of the 
government in this method can best be expressed in the words of 
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Lieutenant Colonel Colville, parliamentary secretary of the De- 
partment of Overseas Trade: 

We place them before the House and the country in full confidence that 
they are achievements of great value. We see in them more than mere trade 
bargains. We see in them an indication that in a world dazed by trade de- 
pression there is yet a great country which can take the lead and show the 
way to better times [Parliamentary Debates, Commons, Vol. CCLXXVII, 
col. 1667 (May 10, 1933)]. 

Whether or not the use of bargaining agreements represents an 
emergency policy to salvage trade during world-depression, or 
whether it represents a new technique in the bargaining control of 
international trade, must remain for the present an open question. 
When markets were expanding at a faster rate than production, 
the policy of laissez faire was well adapted to speed their exploita- 
tion. Now that that era is passed, and, as Mr. Walter Elliot has 
aptly put it, “to open up a new market nowadays is to open up 
not only a consuming but a producing area,”’ it would seem as if a 
new policy were needed to provide in an orderly fashion for the 
apportionment of a world-trade, cut to a smaller pattern. While 
the ‘‘new-model’’ trade agreements may not greatly increase Brit- 
ish export trade, since goods excluded from these markets will un- 
doubtedly compete in others, they do offer a device to secure “‘sta- 
bility and continuity” in the foreign commerce of Great Britain 


on a basis of contract. 
ETHEL B. DIETRICH 
Mount Ho.tyoke COLLEGE 





DISCRIMINATION BETWEEN PLACES UNDER 
SECTION 3 OF THE INTERSTATE 
COMMERCE ACT 


HE power to make freight rates has been called the power 
to turn a wilderness into a city, or a city into a wilder- 
ness.’ This is why carriers are forbidden to discriminate un- 
justly between places. Section 3 of the Interstate Commerce Act 
forbids a carrier to give any “undue or unreasonable preference or 
advantage” to any locality, or to subject any locality to an “undue 
or unreasonable prejudice or disadvantage,’ and Section 4 pro- 
hibits a particular type of place discrimination known as “long- 
and-short-haul discrimination.” The prohibitions of Section 3 


are consistent with the general obligation of common carriers to 
treat all equally. There was not, however, any common-law rule 
against unjust discrimination between places.’ 

Increased competition of railroads and other agencies of trans- 
portation has led to an attack upon Section 3 as unduly burden- 


some to the railroads and as a hindrance to their efforts to meet 
competition. It may not be inappropriate, therefore, to analyze 
court and commission decisions under Section 3 relating to dis- 
crimination between places, with the object of discovering the 
general principles and policies which are (or should be) observed. 
Such is the purpose of this article. 

From a strictly economic point of view, discrimination between 
places is unequal treatment of two or more localities in the matter 
of rates when the inequality cannot be justified by differences in 


* Beale and Wyman, Railroad Rate Regulation (2d ed.; New York: Baker, Voor- 
his & Co., 1915), p. 657. 

?In this article we use the term “discrimination” as synonymous with “prefer- 
ence” or “prejudice,” although the Commission in recent years has reserved the 
first term to cover violations of Section 2 and the latter terms to relationships at- 
tacked under Section 3. 

3 McGrew v. Missouri Pacific Ry. Co., 132 S.W. 1076, 1080 (1910). See also Beale 
and Wyman, of. cit., pp. 657-58. 
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the cost of service. Not every discrimination, however, is unlaw- 
ful, but only those that are “undue” or “unreasonable.’’ 


LOCALITIES MUST BE POINTS OF ORIGIN OR DESTINATION 
OF TRAFFIC 

One important limitation on the application of this section has 
recently been made by the United States Supreme Court. The 
Court held that the “localities” mentioned in Section 3 must be 
points of origin of traffic or points of destination, and “the ship- 
ping, producing, and consuming areas” affected by rates to and 
from them.’ The term does not include gateways through which 
traffic may move to its destination. For this reason a seaport has 
been held not to constitute a “locality,” within the meaning of the 
statute, with respect to export, import, or coastwise traffic pass- 
ing through it. This ruling brought forth a vigorous dissent from 
Justice Stone, in which three other justices concurred. He pointed 
out that the commercial interests of a port may suffer from dis- 
criminatory rates as do shippers or other industrial and commer- 
cial interests at points of origin or destination. 

A rate structure which diverts from one port to another a portion of the 
ocean-borne traffic, which would otherwise naturally pass through the former, 
sufficient to destroy the business of banks, marine insurance companies, 
freight forwarders, freight and ship brokers, stevedores, tonnage companies, 
pilots, dry docks, ship supply and bunker coal merchants, customs brokers, 
export and import commission houses, centered there, would seem to have an 


effect upon the commerce and general welfare of the country of precisely the 
kind which the act was intended to prohibit and the Commission empowered 


to prevent.’ 
REASONABLE RATES MAY CAUSE UNDUE PREJUDICE 

Rate controversies under Section 3 of the Act relate to rate rela- 
tionships and not to the reasonableness of the rates themselves. 
Rates may be unduly preferential or prejudicial under Section 3 

4 Manufacturers Ry. Co. v. United States, 246 U.S. 457, 481 (1918); Nashville, 
Chattanooga & St. Louis Ry. v. Tennessee, 262 U.S. 318, 322 (1923). 

5 Texas & Pacific Ry. Co. v. United States, 289 U.S. 627, 638 (1933). 

6 Ibid., pp. 638-44. 

? Ibid., p. 659. A bill was introduced in the last Congress to include ports within 
the meaning of the word “locality” with respect to import, export, and coastwise 
traffic. 
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although not unreasonable under Section 1. In the words of the 
United States Supreme Court: “. . . . a charge may be perfectly 
reasonable under Section 1, and yet may create an unjust dis- 
crimination or an unreasonable preference under sections 2 and 
3.8 And in another case the Court said: “Both rates may lie 
within the zone of reasonableness and yet result in undue preju- 
dice.”® Since the injury in a Section 3 case results from a differ- 
ence in rates and not from the level of rates themselves, orders to 
remove undue preference are often in the alternative, permitting 
the carrier to raise the preferential rate, lower the prejudicial rate, 
or equalize both at some other common level. The Commission 
has the power, however, under Section 15 of the Act to prescribe 
maximum or minimum, or maximum and minimum rates. 


DISCRIMINATION IMPLIES UNEQUAL TREATMENT 
BY SAME CARRIER 


Section 3 cannot remove all discrepancies in rates that work to 
the disadvantage of one community and the advantage of an- 
other. It can only remove discrepancies caused by unequal treat- 
ment of two or more places by the same carrier. “What Congress 
sought to prevent by that section,” says the Supreme Court, “was 


not differences between localities in transportation rates, facilities 
and privileges, but unjust discrimination between them by the 
same carrier or carriers.’*° This point can be made clear by an 
illustration. Suppose, as in Figure 1, that A and B are localities 
producing a given commodity to be sold at M. If A and B are 
served by the same carrier, a rate of 80 cents from A to M and of 
60 cents from B to M would, if the cost of transportation was the 
same in the two cases, amount to a discrimination against A, and 
a preference to B. But if A is served by railroad x and B is served 
by y, a finding of undue preference or prejudice cannot be found. 
Railroad x cannot prefer B which it does not serve; railroad y can- 
not discriminate against A, which it does not serve. “It would be 
quite absurd to charge a railroad with giving preference or ad- 

5 Interstate Commerce Commission v. Baltimore & Ohio R.R. Co., 145 U.S. 263, 
277 (1892). 

° United States v. Illinois Central R.R. Co., 263 U.S. 515, 524 (1924). 

* Central R.R. Co. of New Jersey v. United States, 257 U.S. 247, 259-60 (1921). 
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vantage to a community which it does not serve, and it is equally 
illogical to say that it can prejudice or discriminate against such a 
community.” In another case the Commission said: “....a 
carrier can not discriminate within the meaning of the statute ex- 
cept as between those whom it may lawfully be required to serve. 
. . . . The law does not deal in these matters with all carriers col- 


a 


Fic. 1.—Unequal treatment by Fic. 2.—Discrimination when 
different carriers. originating lines are different. 


lectively as a single unit or system, but its commands are directed 
to each, with respect to the service which it is required to per- 
form.’”*? The Commission has repeatedly held that a carrier is not 
guilty of unjust discrimination because its rates to a common 
market are higher than those of other carriers from other points of 


origin." 

The situation is otherwise if the originating lines are different, 
but the delivering carrier is the same. Thus in Figure 2, left-hand 
figure, railroads x and y serve different points of origin, but rely 
upon a common connection to deliver the shipments to M. Here 
a finding of undue preference and prejudice may be made." The 
theory is that railroad z should not participate in rates from A and 
B which unjustly discriminate against one of these points. Rail- 
road z, in effect, serves both A and B, but over the rails of x and y. 
It is held to be immaterial, furthermore, whether the rates from 

™ Eau Claire Board of Trade v. Chicago, Milwaukee & St. Paul R.R. Co., 4 1.C.R. 
65, 78 (1892). 

. 1 —— Lumber & Coal Co. v. Tioga Southeastern Ry. Co., 16 1.C.C. 323, 332 
a Co. v. Chicago & North Western Ry., Co.; 36 1.C.C. 259, 261 
(1915); Stone Products Co. v. Director General, 61 1.C.C. 51, 53-54 (1921). 

™4 See statement of the United States Supreme Court in Texas & Pacific R.R. Co. 

v. United States, 289 U.S. 627, 648 (1933). 
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A to M and B to M are joint rates or a combination of local rates 
based on C."5 

A finding of undue prejudice can also be made if, as in the dia- 
gram at the right in Figure 2, railroad x extends from A to M, and 
railroad y delivers shipments to it at C for delivery at M. Here 
again, railroad x serves B, but over the rails of another line.” 

It is not necessary for a carrier to serve both the prejudiced and 
preferred points, or either, over its own rails in order to come under 
the provisions of Section 3. “Localities require protection as much 
from combinations of connecting carriers as from single carriers 
whose ‘rails’ reach them. Clearly the power of Congress and of the 
Commission to prevent interstate carriers from practicing dis- 
crimination against a particular locality is not confined to those 
whose rails enter it.”*’? But if a carrier does not serve both the 
prejudiced and preferred points, over its own rails, it must par- 
ticipate in the rates to both. As the United States Supreme Court 
has stated it: “. . . . a carrier may not be held responsible for un- 
due prejudice or preference unless both of the localities affected 
are upon its lines, or it effectively participates in the rates to 
both.’"* The carrier must either serve both points or participate 
in the rates to both in such manner that it can be said to be within 
its power to remove the discrimination. Power to remove the dis- 
crimination means power to choose between raising the preferen- 
tial rate or lowering the prejudicial rate. If only one point is 
reached, there is no alternative presented to the carrier; it cannot 
be said to control the rate relationship. 


ONLY “UNDUE” AND “UNREASONABLE” 
PREFERENCE PROHIBITED 
The Act, we have already noted, does not prohibit all prefer- 
ences and prejudices, but only such as are “undue” and “un- 
reasonable.”’ Since the Act does not define what shall be due or 


*s United States v. Illinois Central R.R. Co., 263 U.S. 515, 527 (1924). 

*6 See Indiana Steel Wire Co. v. Chicago, Rock Island & Pacific Ry. Co., 16 1.C.C. 
155 (1909); also Umited States v. Illinois Central R.R. Co., 263 U.S. 515 (1924). 

"7 St. Louis Southwestern Ry. Co. v. United States, 245 U.S. 136, 144 (1917). 

* Texas & Pacific Ry. Co. v. United States, 289 U.S. 627, 646 (1933). See also 
ibid., pp. 654-55. 
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undue, reasonable or unreasonable, it is for the Commission to de- 
cide whether the discrimination is within the law or not. “Wheth- 
er a preference or advantage or discrimination is undue or un- 
reasonable or unjust is one of those questions of fact that have 
been confided by Congress to the judgment and discretion of the 
Commission. ... . ~~ 

A COMPETITIVE RELATION BETWEEN COMMUNITIES MUST EXIST 


Ordinarily a competitive relationship between places is essen- 
tial to a finding of undue prejudice and advantage. The reason is 
simple. It is difficult to conceive of a difference in rates adversely 
affecting a locality and preferring another unless the localities are 
in competition with each other. An exception would occur if the 
preferential rate was less than the prime or direct costs of the 
service and therefore tended to throw a burden on other traffic. 
But if a low rate does not throw a burden on other traffic, it cannot 
injure a community which pays a higher rate unless it gives a com- 
petitive advantage to the favored locality. 

Two types of cases may be distinguished in this respect: those 
in which the discrimination is really between particular individu- 
als located at different places; and those in which the community 
as a whole is discriminated against. The two classes shade into 
each other according as the community is affected by the pros- 
perity of a particular industry or business. In the first class of 
cases the complainant is usually an individual or corporation; in 
the latter, some organization representing the community or busi- 
ness interests of the community is more apt to be the complainant 
or an intervener in support of the complainant’s contentions. 
Cases of the latter sort are frequent and have led to the statement 
that important discrimination cases take on the aspects of 
“pitched battles between Manufacturers’ Associations or Cham- 
bers of Commerce of competing localities.”*° 

The competitive relationship between communities must be 

19 Manufacturers Ry. Co. v. United States, 246 U.S. 457, 481 (1918); see also Texas 
& Pacific Ry. Co. v. Interstate Commerce Commission, 162 U.S. 197, 220 (1896). 


*° Anonymous, “Consideration and Control of Commercial Conditions in Rail- 
road Rate Regulation,” 40 Yale Law Journal 600, 602-3 (1931). 
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proved in a discrimination case, and the Commission often dis- 
misses cases of alleged undue preference and prejudice because of 
the absence of such a relationship. When the competition is be- 
tween rival towns for population, industry, or commercial estab- 
lishments, a competitive relationship is more or less taken for 
granted. When the case involves rival manufacturers located at 
different places, more definite proof of the competitive relation- 
ship is essential. 


ACTUAL INJURY MUST BE SHOWN 


For prejudice to be undue and unreasonable, the rate relation- 
ship must be the source of actual injury to the complaining local- 
ity and beneficial to the preferred locality.” Proof of injury is 
often shown by loss of shipments or inability to compete because 
of the rate adjustment.” In many cases the Commission has held 
that even if rates are improperly related as measured by distance, 
a finding of undue prejudice cannot be made unless there is a 
showing of actual injury. 

In a few cases the Commission has held that potential injury 
from a rate adjustment is sufficient to prove undue preference and 
prejudice,’s but there is a tendency to require a showing that ac- 
tual injury has been suffered. Commissioner Eastman has argued 
for a more lenient rule. He has pointed out that to prove that 
actual injury has been suffered from a maladjustment of rates is 
always difficult, and that to require such proof is in open conflict 
with the principle of equality of opportunity. “Moreover,” he 
argues, “it is a cruel doctrine because, instead of forestalling in- 

Western Carolina Shit pers Assoc. v. Asheville Southern Ry. Co., 174 1.C.C. 353, 
358 (1931); Kistler Leather Co. v. Pittsburgh, Shawmut & Northern R.R.Co., 169 
I.C.C. 247, 252 (1930). 

™ Federated Metals Corp. v. Pennsylvania R.R. Co., 161 1.C.C. 287, 288 (1930); 
City of Moorhead v. Great Northern Ry. Co., 172 1.C.C. 38, 43 (1931). 

23 Sand, Gravel & Crushed Stone, 181 1.C.C. 373, 393 (1932); Knoxville Freight 
Bureau v. Southern Ry. Co., 156 1.C.C. 315, 319 (1929). 

4 Anson, Gilkey & Hurd Co. v. Great Northern Ry. Co. 182 1.C.C. 102, 114 (1932). 


2s Acme Mills & Co. v. Alabama Great Southern R.R. Co., 136 1.C.C. 114 (1927); 
York Manufacturers Assoc. v. Pennsylvania R.R. Co., 107 1.C.C. 219 (1926). 
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jury, it makes it impossible to correct a maladjustment until the 
harm has been done.’’* 

Two qualifications to the rule that the rate adjustment must 
injure one locality and benefit another before undue prejudice 
can be found seem to be justified. When the rate disadvantage of 
the prejudiced point is offset by some other advantage not pos- 
sessed by its rivals, proof of actual injury may be difficult, and 
ability to compete may not be destroyed by the unequal rates. 
But certainly a carrier ought not to deprive a community of equal 
treatment in the matter of rates merely because that community 
possesses some advantage over its rivals. This principle is recog- 
nized by the Commission. It has frequently found undue preju- 
dice when the prejudiced point was able to compete successfully 
with the preferred points in spite of its rate handicap.?7 

The other qualification occurs when a community is at a dis- 
advantage not only because of the rate adjustment but because 
of some other disadvantage as well, such as a greater cost of 
production. In this situation the removal of the rate discrimina- 
tion may not enable the prejudiced locality to compete; hence 
it is impossible to say that injury is caused by the rate adjust- 
ment and not by the other disadvantage. The policy of the 
Commission in such situations is not clearly defined. Cases of 
this sort sometimes divide the Commission. The issue was pre- 
sented in a case attacking the rates on packing-house products 
from Duluth to St. Paul as compared with lower rates from 
St. Paul to Duluth. Packers at Duluth alleged that the higher 
rates from Duluth to St. Paul operated to the disadvantage of 
the Duluth packers and favored the St. Paul packers. It ap- 
peared, however, that the principal disadvantage of the Duluth 
packers was the fact that they purchased livestock in St. Paul 
and had to pay freight thereon to Duluth, while the St. Paul 

%* Carthage Pulp & Board Co. v. Pennsylvania R.R. Co., 177 1.C.C. 217, 224 
(1931). When reparation is sought, actual damages suffered should, of course, be 
proved. 

*7 Meridian Trafic Bureau v. Southern Ry. Co., 60 I.C.C. 5, 11 (1920); Mayor and 
City Council of Douglas, Ga. v. Atlanta, Birmingham & Atlantic R.R. Co., 28 1.C.C. 
445, 450 (1913); Allen Manufacturing Co. v. Nashville, Chattanooga & St. Louis Ry. 
Co., 98 I.C.C. 405, 407 (1925). 
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packer had no freight rate to pay on livestock purchased in the 
Twin Cities market. The Commission admitted this was the 
situation but said: “That is no reason why Elliott & Company 
should be subjected to an additional disadvantage with respect 
to the freight rates between Duluth and St. Paul.” “It is wholly 
impossible,” said the Commission, “to reach the conclusion that 
the Duluth packing plant suffers no measure of injury because 
of the discriminatory freight-rate situation, or that its competi- 
tive position would not be improved if the discrimination were 
removed.’* Two commissioners (Hall and Woodlock) dissented. 
Commissioner Hall pointed out that Duluth’s advantage was not 
caused by the rate relationship attacked but by the fact that 
Duluth had to purchase live animals in the Twin Cities and pay 
the freight thereon to Duluth. The same point was involved in 
an earlier case which concerned higher livestock rates from Illi- 
nois points to Indianapolis than applied to Chicago. The lower 
rates to Chicago were alleged to be unduly prejudicial to In- 
dianapolis and preferential to Chicago. It was contended that 
the disadvantage of Indianapolis in competing for Illinois live- 
stock shipments was not due to the rate adjustment but to its 
inferiority as a livestock market in comparison with Chicago. 
But the Commission said: “. . . . any superiority which Chicago 
may have over Indianapolis as a live-stock market may not be 
urged as a reason for denying to Indianapolis a nonprejudicial 
adjustment of freight rates.’”*® But the opposite conclusion was 
reached in another case, one which involved discrimination be- 
tween commodities.** Here the Commission refused to remove 
a discrimination in rates because, even with the disadvantage 
removed, the complainant would be unable to compete because 
of the additional disadvantages under which he labored. Com- 
missioner Eastman, joined by three other commissioners, en- 
tered a vigorous dissent. Eastman held that, whatever the handi- 
caps under which complainant operated, he was “at least en- 

*® Duluth Chamber of C ce v. Chicago, St. Paul, Minneapolis & Omaha Ry. 
Co. 122 1.C.C. 739, 743 (1927). 

*” Indianapolis Chamber of C. ce v. Cleveland, Cincinnati, Chicago & St. 
Louis Ry. Co., 60 1.C.C. 67, 73 (1920). 

% Barrett Co. v. Atchison, Topeka & Santa Fe Ry. Co., 172 1.C.C. 319 (1931). 
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titled to the opportunity to compete without the unjust and 
unnecessary handicap of discrimination in freight rates.’’** 


CAN EQUAL RATES BE DISCRIMINATORY? 


In the usual undue prejudice case the prejudicial rate is higher, 
in the absolute sense, than the preferential rate; whereas the 
service in the two cases is alleged to justify equality in rates or at 
least a smaller difference in rates. The question arises whether 
equal rates can constitute undue preference and prejudice if the 
service is different. The question has been definitely answered 
in the affirmative by the Commission. Commissioner Eastman 
once referred to the “curious doctrine” urged before the Com- 
mission that equal rates could not cause discrimination. ‘Other 
things being equal,” he concluded, “‘it is as unduly preferential 
to give one shipper twice as much transportation as another for 
the same charge as it is to give him the same amount at half the 
price.”** The Commission has frequently found equal rates for 
unequal services to result in undue preference and prejudice.** 
The United States Supreme Court has not passed upon this ques- 
tion directly. In the Texas Port Relationship Case the Com- 
mission attempted to break up the practice of equalizing rates 
to New Orleans and to Texas ports from points in the Southwest 
when the distances to New Orleans exceeded those to Galveston 
by more than 25 per cent.*4 The Commission’s order was upheld 
by a lower federal court with one judge dissenting. The dissent- 
ing judge said: “I fail to see how the plaintiffs can be guilty of 
undue preference to New Orleans, or undue prejudice to Texas 
ports by charging the same rate to both.’’*> The Supreme Court 
reversed the lower court and refused to sustain the Commission, 

# Ibid., p. 336. 

3 Separate opinion in Dution Lumber Co. v. New York, New Haven & Hartford 
R.R. Co., 151 1.C.C. 391, 415 (1929). 

33 Commercial Association v. Galveston & San Antonio Ry. Co., 128 1.C.C. 349 
(1927); 160 I.C.C. 345 (1929); Inland Empire Shippers League v. Director General, 
59 I.C.C. 321 (1920); Milk Producers’ Protective League v. Delaware, Lackawanna 
& Western R.R. Co., 7 I.C.C. 92 (1897); Kansas Grain Assoc. v. Chicago, Rock 
Island & Pacific Ry. Co., 139 1.C.C. 641, 670 (1928). 

34128 I.C.C. 349 (1927); 160 I.C.C. 345 (1929). 

3 Texas & Pacific Ry Co. v. United States, 42 F (2d) 281, 286-87 (1930). 
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but the case turned on other points and the Supreme Court said 
nothing about the allegation that equal rates could not cause 
undue preference or advantage. But Justice Stone, in a separate 
opinion, said: “In holding that the Commission is without power 
to make the order, the Court does not deny that a discrimination 
which is produced by charging equal rates for unequal service, is 
prohibited by the statute as much as one resulting from unequal 
rates for equal service.’’*° 


CAN LOWER RATES BE PREJUDICIAL AS 
COMPARED WITH HIGHER? 

The Commission, however, goes further than to hold that 
equal rates may be discriminatory. It has held that a community 
enjoying lower rates than another may be prejudiced.*’ Here, 
of course, the lower rates are higher in the relative sense, that is, 
when distance is considered. One of the lower federal courts, 
in a case not arising under Section 3, held that a rate lower than 
was charged a competitor could not be injurious. “How could a 
competitor who is complaining be injured by a rate higher than 
his rate? . . . . He could not be injured by the higher rate. If 
there be injury, it is because of difference in other conditions, 
not rates.”’3* Admittedly, if a community enjoying lower rates 
than its rival is unable to compete, it must be under some other 
disadvantage such as higher cost of production. But even so, is 
not the community which is handicapped by a high cost of pro- 
duction still entitled to an equitable rate adjustment? 


RATE DIFFERENCES AND “TRANSPORTATION” CONDITIONS 


Differences in rates must be justified by “transportation” 
conditions, if undue preference and prejudice is to be avoided; 
and the phrase “transportation conditions” includes cost-of- 
service and value-of-service factors. 


% Texas & Pacific Ry. Co. v. United States, 289 U.S. 627, 656 (1933). 

37 E.g., Northern Potato Traffic Assoc. v. Atchison, Topeka & Santa Fe Ry. Co., 
178 LC.C. 237, 245 (1931); Milk & Cream to New York City, 45 1.C.C. 412 (1917); 
Elk Cement & Lime Co. v. Baltimore & Ohio R.R. Co., 22 1.C.C. 84 (1911). 

3 Anchor Coal Co. v. United States, 25 F. (2d )462, 471 (1928). 

% York Manufacturers Assoc. v. Pennsylvania R.R. Co., 107 1.C.C. 219, 229, 230 
(1926); Maritime Assoc., Boston Chamber of Commerce v. Ann Arbor Railroad Co., 
95 L.C.C. 539, 565 (1925). 
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COST OF SERVICE 

A difference in rates which is justified by differences in cost of 
service is not a discrimination at all. Any cost factor may justify 
a difference in rates. A difference in distance is probably the 
most important factor justifying differences in rates to or from 
rival localities. In fact, the Commission is prone to solve difficult 
discrimination cases by resort to modified distance scales.‘ But 
distance is not the only cost factor. A second is differences in 
operating conditions, and these may justify unequal rates for 
equal distances. 

Cost of service is also affected by traffic density and by the 
volume of movement of a particular commodity. It would there- 
fore seem proper to take these matters into consideration in 
determining whether a rate difference is justified. But here a 
difficulty is encountered. A low traffic density or a light move- 
ment of a particular commodity may be caused by the rate dis- 
parity. These factors, therefore, are not of much value in at- 
tempting to justify differences in rates. This has been frequently 
recognized by the Commission. In the case previously described 
relating to the livestock rates from Illinois points to Indianapolis 
as compared with the rates to Chicago, the lower intrastate rates 
in Illinois were alleged to be justified by the greater traffic density. 
But the Commission pointed out that the greater density in 
Illinois was in part caused by “the very condition which this 
complaint seeks to rectify, namely, the existence of a higher scale 
of rates mile for mile on livestock from Illinois to Indiana than 
exists intrastate in Illinois.’”’** The same rule applies when the 
volume of movement of a particular commodity is less between 
some points than others. In one case the Commission found that 
higher rates on tires eastbound from San Diego, California, than 
applied westbound was prejudicial to the western producers. 
The Commission pointed out that, while the westbound move- 
ment was heavier than that eastbound, the rate relationship 

4° See Oklahoma Portland Cement Co. v. Denver & Rio Grande Western R.R. Co., 128 
I.C.C. 63, 82 (1927). 

4 Indianapolis Chamber of Commerce v. Cleveland, Chicago, Cincinnati & St. 
Louis Ry. Co., 60 1.C.C. 67, 75 (1920). 
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itself prevented the free movement of the western product into 
eastern centers. To permit the difference in volume of movement 
to justify the rate difference would be to make a preference 
“justify itself because of the results it produces.” 


DEMAND FACTORS 

Similarity in “transportation conditions” includes not only 
cost factors, but conditions affecting the demand for transporta- 
tion service. There are numerous qualifications, however, to the 
principle that rate discrepancies can ve justified by differences 
in the demand for the service. This will be apparent if we pro- 
ceed to a consideration of some of the conditions affecting the 
demand for transportation service. 


DISADVANTAGE OF LOCATION 

If traffic is to move at all from certain competing centers of 
production to a common market, it may be necessary to quote 
them low rates to overcome some natural disadvantage. The 
disadvantage may be due to greater distance from market or 
from raw materials, or it may be due to higher production costs. 
But a community cannot demand preferential rates to offset a 
natural disadvantage of location. “Carriers are not required by 
law, and could not in justice be required, to equalize natural 
disadvantages, such as location, cost of production and the 
like.”’43 In one case the Commission refused to require the car- 
riers to give lower rates on cotton to Port Arthur, Texas, than 
were applied to Galveston. It was argued before the Commission 
that with equality in rates, Port Arthur could not compete with 
Galveston. The Commission did not consider the argument as 
sound. “Unjust discrimination by carriers can not be predicated 
upon their failure or declination to remove, by preferential rates, 
services, or privileges, the natural disadvantages of location under 
which one community rests in competition with another that is 
more favorably located. We have consistently held that it is not 

# Spreckles Savage Tire Co. v. Atchison, Topeka & Santa Fe Ry. Co., 142 I.C.C. 
507, 512 (1928). For other cases illustrating the same principle see Memphis-South- 
western Investigation, 77 1.C.C. 473, 483 (1923); Natchez Chamber of C ce Vv. 
Louisiana & Arkansas Ry. Co., 58 1.C.C. 610, 618 (1920). 

43 Elk Cement & Lime Co. v. Baltimore & Ohio R.R. Co., 22 1.C.C. 84, 88 (1911). 
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our province to adjust rates for the purpose of equalizing natural 
or commercial advantages.’’*4* The Texas commission was once 
overruled when it attempted to require higher rates to Galveston 
than to Houston. The order of the commission was defended on 
the ground that Galveston had natural advantages not possessed 
by Houston and could therefore hold its own in competition with 
Houston even if subjected to higher rates. The court did not 
consider this a valid defense, and held that the legislature did 
not intend to grant the commission power to make discrimina- 
tions for the purpose of offsetting natural or other advantages 
which a locality might possess.‘ 
ADVANTAGE OF LOCATION 

Although the Commission cannot require the establishment of 
rates which will remove disadvantages of location, the carriers 
often do so voluntarily. This most frequently happens when 
different carriers serve different markets or producing centers. 
When a carrier gives a preferential rate to one locality on its lines 
for the sake of offsetting a disadvantage of location, have other 
communities the right to complain because their advantages of 
location have been neutralized? In many cases the Interstate 
Commerce Commission has held that carriers may not deprive a 
community of its advantages of location. Early in its history 
the Commission condemned rates that had been adjusted to off- 
set the natural advantage possessed by one community. Rates 
on lumber from Eau Claire, Wisconsin, were considerably higher 
than from other lumber-producing points in the vicinity. Eau 
Claire possessed certain advantages over its rivals which lowered 
its costs of production. In order to equalize the competitive 
advantages of the rival lumber-producing points, the rates from 
Eau Claire were made higher than from the competing towns. 
The Commission condemned the principle underlying the adjust- 
ment as “radically unsound.” 


44 Port Arthur Board of Trade v. Abilene & Southern Ry. Co., 27 1.C.C. 388, 402 
(1913). See also Sheridan Chamber of Commerce v. Chicago, Burlington & Quincy 
R.R. Co., 28 I.C.C. 250, 262 (1913); Andy’s Ridge Coal Co. v. Southern Ry. Co. 18 
1.C.C. 405, 409 (1910). 

48 Railroad Commission of Texas v. Galveston Chamber of Ci ce, 51 Texas Civ, 
App. 476, 485 (1908). 
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That rates should be fixed in inverse proportion to the natural advantages 

of competing towns, with the view of equalizing “commercial conditions,” 
as they are sometimes described, is a proposition unsupported by law and 
quite at variance with every consideration of justice. Each community is 
entitled to the benefits arising from its location and natural conditions, and 
any exaction of charges unreasonable in themselves or relatively unjust, by 
which those benefits are neutralized or impaired, contravenes alike the provi- 
sions and the policy of the statute. 
In another case the Commission found that higher rates on 
lumber from Humboldt Bay points on the Pacific Coast than 
applied from other points on the Coast prejudiced the former and 
preferred the latter. It was argued that the Humboldt Bay 
points enjoyed certain advantages over their rivals and that this 
offset the rate disadvantage. But the Commission replied: ““The 
Humboldt Bay points can not be denied an equality of rates with 
the coast group points merely because the complainant manu- 
facturers enjoy peculiar natural advantages over their coast 
group competitors.”*’7 Elsewhere the Commission has said: 
“Where the transportation conditions are substantially similar 
we have never held that a carrier has the right to discriminate 
against one point in favor of another because a shipper located 
at the former has a natural advantage over his competitor located 
at the latter.”’* 

In the cases just mentioned the advantage which the carriers 
were not permitted to take away was the advantage of lower cost 
of production. A similar policy has been announced when the 
advantage is one of distance. Thus in one case, rates on rice from 
points in Arkansas to points in central, southern, and western 
territories were found prejudicial as compared with rates from 
New Orleans, Memphis, and interior Louisiana. Distance had 
largely been ignored in making the rates. The Commission held 
that the right of the complainants to the natural advantages of 
their geographical location could not be taken away from them 

4° Eau Claire Board of Trade v. Chicago, Milwaukee & St. Paul R.R. Co., 4 1.C.R. 
65, 77 (1892). 

47 Pacific Lumber Co. v. Northwestern Pacific R.R. Co., 51 1.C.C. 738, 742 (1918). 

* Cornell v. Lehigh Valley R.R. Co., 57 I.C.C. 157, 161 (1920). 
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by rate adjustments and that the wide differences in distance to 
common destinations must be recognized.‘ 


GROUP RATES AND THE ADVANTAGE OF LOCATION 


The principle that a carrier may not take away a natural ad- 
vantage is not wholly consistent with the Commission’s approval 
of group rates. Wherever group rates exist, there is some dis- 
regard of distance—a disregard of distance that increases as the 
size of the groups increases. The Commission, in some cases, has 
declared that group rates are not inconsistent with the principle 
that every community is entitled to its natural advantages.*° In 
other cases the Commission has admitted that every system of 
group rates must occasion more or less discrimination.* 

If the group rates do not work positive injury to the nearer 
points, however, they will not be considered objectionable. There 
are many cases in which the Commission has definitely refused 
to break up group or blanket rates, notwithstanding the fact that 
they tended to deprive some communities of their advantage of 
location. But there are also many cases in which groups have 
been broken up to give the nearer points in the group the ad- 
vantage to which they are entitled. 

In some cases of this type an attempt has been made to dis- 
tinguish between group or blanket rates that open up so much 
territory in competition with the nearer points that a loss of 
shipments from the nearer points must occur, and situations in 
which the market can take the product from all points given the 
blanket rate. In an early case involving blanket rates on milk 
to New York City the Commission dismissed the allegation that 
the equal rates amounted to an unjust discrimination against the 
nearby producers and a preference to the distant producers. The 
decision was based partly on the fact that the costs of transport- 
ing milk bore little relation to distance, and the fact that the 


49 Stuttgart Rice Mill Co. v. Alabama & Vicksburg Ry. Co., 93 1.C.C. 517, 530 
(1924). 

8° See Inland Empire Shippers League v. Director General, 59 1.C.C. 321, 341 
(1920); Iron Ore Rate Cases, 41 I.C.C. 181, 214 (1916). 

st E.g., Mitchell v. Atchison, Topeka & Santa Fe Ry. Co., 12 1.C.C. 324 (1907). 
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encouragement of milk shipments from the more distant points 
had not curtailed the output of the nearer producers, since the 
market could absorb the whole supply.” A few years later the 
same rate adjustment came before the Commission again. The 
blanket area had now been extended to distances exceeding 300 
miles—in some instances, more than 400 miles—from New York 
City. The Commission found that the extension of the blanket 
area was opening up more territory than necessary to supply the 
market and was operating to the disadvantage of the nearer 
producers. “The interests of all milk producers, whether located 
within 50 or 250 miles of New York City on any of the lines, in 
retaining the share of this traffic to which their nearer location 
would naturally entitle them, are plainly imperiled under a 
uniform rate for the transportation service.”’*? A similar distinc- 
tion was made in another early case. Equal rates on coal in dis- 
regard of differences in distance were permitted. The Commission 
held that a considerable disregard for distance to equalize access 
to markets was permissible in many instances, but that in other 
cases it might be unreasonable to give equal rates to diversely 
situated localities. The latter would be the case, the Commission 
said, if there was insufficient demand for the commodity so that 
the nearer points had to divide the market with their more distant 
competitors.54 It cannot be said, however, that a distinction of 
this sort is made in all cases which involve alleged discrimination 
through the maintenance of group rates. 

Another point regarding group rates and undue preference 
requires mention. The greater the length of the haul, the greater 
the actual differences in distance that may be ignored. Stated 
in another way, groups may be larger for long-distance shipments 
than for shorter ones.*s 

* Howell v. New York, Lake Erie & Western R.R. Co., 2 1.C.R. 162 (1888). 

53 Milk Producers’ Protective Assoc. v. Delaware, Lackawanna & Western R.R. Co., 
7 LC.C. 92, 167 (1897). 

4 Imperial Coal Co. v. Pittsburgh & Lake Erie R.R. Co., 2 1.C.R. 436 (1889). 


sSee Mutual Rice Trade & Development Assoc. v. International Great Northern 
R.R. Co., 23 I.C.C. 219, 224 (1912); Mitchell v. Atchison, Topeka & Santa Fe Ry. Co., 


12 L.C.C. 324, 325 (1907). 
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COMPETITION AND DISCRIMINATION 


We now come to consider a much disputed question—the ex- 
tent to which competition will justify discrimination between 
places. May a railroad grant a preferential rate to one com- 
munity, where it encounters competition with other carriers, and 
withhold an equally low rate from another point similarly situated 
but where no competition exists? Three different answers have 
been given to this question. (1) It has been stated that competi- 
tion does not afford a valid excuse for discrimination. (2) Exactly 
the opposite position has been taken, namely, that the existence 
of competition at one point and not at another is sufficient to 
justify discrimination. (3) The position has been taken that 
competition may or may not justify discrimination depending 
on the circumstances. 

The first position has sometimes, but not frequently, been 
taken by the courts. In 1873 the Illinois Supreme Court said: 

If a farmer, living three miles from the Springfield station . . . . is charged 
fifteen cents per bushel for shipping his corn to Chicago, is it just that the 
farmer who lives twenty miles nearer Chicago should be charged a higher 
sum? Certainly not, unless the railway company can show a peculiar state of 
affairs to justify the discrimination, and this must be something more than 
the mere fact that there are competing lines at one point and not at the 
other.® 


Later on in the same case the Court again said: “ .. . . thé dis- 
crimination must be unjust, if the lesser rates for the greater 
distance have been established merely because the railroad has 
ceased to exercise at that point a practical monopoly.’’s’ A later 
Illinois statute specifically provided that the existence of com- 
petition at one point and not at another should not be a sufficient 
excuse or justification for a discrimination against the latter.® 
A similar position to that of the Illinois Supreme Court was taken 
by the Supreme Court of the state of Washington in a more recent 
case. In interpreting a statute of that state which forbade undue 
preferences and prejudices the Court said: 
56 Chicago & Alton R.R. Co. v. The People, 67 Ml. 11, 19 (1873). 


57 Ibid., p. 21. 
58 See Illinois Central R.R. Co. v. The People, 121 Ill. 304, 310, 319 (1887). 
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We think the section of the statute forbidding a carrier from giving undue 
and unreasonable preferences and advantages to persons, localities, or par- 
ticular descriptions of traffic, must apply in all instances where no transporta- 
tion differences intervene, regardless of the question whether the person, 
locality, or description of traffic is affected by the competition of a rival car- 
rier or not.59 

In interpreting the Interstate Commerce Act the federal courts 
have taken a different position. In general they have declared 
that competition may, but does not necessarily, justify a dis- 
crimination. And since competition may offer a sufficient excuse 
for the preference or prejudice the Commission must consider 
the element of competition in reaching its decision. Failure to 
do so is sufficient to invalidate its order. This was the position 
taken by the United States Supreme Court as early as 1896." 
The same point was made in the Alabama Midland Case,* and 
in a later case. 

The foregoing cases establish beyond question that in the 
estimation of the courts competition may justify a preference. 
It has been strongly urged that the existence of competition at 
one point and not at another necessarily prevents a finding of 
undue prejudice. The Supreme Court in the Alabama Midland 
Case took particular pains to point out that its decision was not 
intended to be so interpreted. 

In order . . . . to guard against any misapprehension of the scope of our 

decision it may be well to observe that we do not hold that the mere fact of 
competition, no matter what its character or extent, necessarily relieves the 
carrier from the restraints of the 3d and 4th sections, but only that those 
sections are not so stringent and imperative as to exclude in all cases the mat- 
ter of competition from consideration in determining the questions of “‘un- 
due or unreasonable preference or advantage,”’ or what are “substantially 
similar circumstances and conditions.’’ 
Whether in a particular case a discrimination is justified by the 
existence of competition at one point and not at another is there- 
59 wr Service Commission v. Northern Pacific R.R. Co., 77 Wash. 635, 649-50 
1914). 

%® Texas & Pacific Ry. Co. v. Interstate Commerce Commission, 162 U.S. 197. 

* 168 U.S. 144 (1897). 

% Louisville & Nashville R.R. Co. v. Behimer, 175 U.S. 648 (1900). 

* 168 U.S. 144, 167 (1897). 
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fore a question for the Commission to determine. This was put 
very clearly by a federal court in 1896. 

It is to be borne in mind that when competition enters as an element in the 
determination of a case, this question—whether or not there is an undue pref- 
erence or advantage—is a question not of law, but of fact. Whether or not 
the evidence is competent, and must be taken into account, is, of course, a 
question of law; but, with the evidence once admitted, the issue then becomes 
one of fact.%4 


There are some cases which seem to hold that competition, 
as a matter of law, must exempt a carrier from a finding of undue 
preference and prejudice. Thus in one case the United States 
Supreme Court said: 

The prohibition of the third section, when that section is considered in its 
proper relation, is directed against unjust discrimination or undue preference 
arising from the voluntary and wrongful act of the carriers complained of as 
having given undue preference, and does not relate to acts the result of con- 
ditions wholly beyond the control of such carriers. 


Competition, in that case, was the circumstance which the court 
considered as placing the preferential rate “beyond the control” 
of the carrier. But other cases hold that although the Commis- 
sion must consider competition as a possible justification of 


preferential rates, the existence of competition does not neces- 


$4 Interstate Commerce Commission v. Louisville & Nashville R.R. Co., 73 Fed. 4009, 
419 (1896). 

6s Fast Tennessee, Virginia & Georgia Ry. Co. v. Interstate Commerce Commission, 
181 U.S. 1, 18 (1900). There are a number of other court decisions to the same 
effect. See Interstate Commerce Commission v. Western & Atlantic R.R. Co., 88 Fed. 
186, 194-97 (1898), 93 Fed. 83 (1899); Interstate Commerce Commission v. Cincinnati, 
Portsmouth & Virginian R.R. Co., 124 Fed. 624 (1903); Interstate Commerce Commis- 
sion v. Louisville & Nashville R.R. Co., 190 U.S. 273 (1903); Louisville & Nashville 
R.R. Co. v. United States, 197 Fed. 58 (1912). See also Texas & Pacific Ry. Co. v. 
United States, 289 U.S. 627, 636 (1933), where the Supreme Court said: “The theory 
of the Act is that the carriers in initiating rates may adjust them to competitive 
conditions, and that such action does not amount to undue discrimination.” The 
interpretation of Section 3 in the East Tennessee Case was interwoven with the 
interpretation of Section 4, prior to its amendment in 1910, and might not, therefore, 
control an interpretation of Section 3 at the present time. In other words, since 
Section 4 has been differently interpreted since its amendment in rgro, an interpre- 
tation of Section 3, to be consistent with Section 4, does not require the old inter- 
pretation. 
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sarily justify unequal treatment. This was brought out in United 
States v. Illinois Central R.R. Co.” The Illinois Central Railroad, 
along with other carriers, had maintained blanket rates on lumber 
from producing-points on its lines in the South. From some 
points on independent connecting lines the Illinois Central also 
applied the blanket rates. But from other points on independent 
connecting lines higher rates were charged. The Commission 
found that the exaction of the higher charges from points on the 
independent short lines was unjustly discriminatory, preferring 
the points given the blanket rates. The Illinois Central contended 
that competition forced it to extend the blanket rate to points of 
origin on independent connecting lines if those points were served 
by other carriers also, but did not require it when the shipment 
had to move over the Illinois Central. The United States Su- 
preme Court answered this argument by saying: 

The innocent character of the discrimination practiced by the Illinois Cen- 
tral was not established, as a matter of law, by showing that the preferential 
rate was given to others for the purpose of developing traffic on the carrier’s 
own lines or of securing competitive traffic. These were factors to be con- 
sidered by the Commission; but they did not preclude a finding that the dis- 
crimination practiced is unjust.” 


The same principle is implied in another case where the Supreme 
Court said: “ .... this competition eliminates from the case 
an intent to do an unlawful act, and leaves for consideration only 
the question whether the rates as established do work an undue 


preference or discrimination.” 


We may therefore conclude that competition does not neces- 
sarily justify a preference in rates. This is the theory upon which 
the Commission acts. 

It is undoubtedly true that when competitive conditions are sufficiently 
potent to compel lower rates to one locality than are maintained by the same 
carriers to another locality similarly situated, such competition may be ac- 
cepted in justification of a resulting preference to the favored locality, which, 

66 263 U.S. 515 (1924). 

% Ibid., p. 525. 

68 Interstate Commerce Commission v. Chicago Great Western Ry. Co., 209 U.S. 
108, 122 (1908). 
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but for such competition, might be condemned as undue or unreasonable. 
It is not to be assumed, however, that the mere fact of competition, regard- 
less of its character, will relieve carriers from the limitations of section 3.% 


ATTITUDE OF THE COMMISSION 


We must now turn to the Commission’s attitude toward com- 
petition as a justification of discrimination against places. At the 
outset we discover a large number of cases in which the Com- 
mission has considered that competition encountered at one 
point and not at others justified a preferential rate to the former. 
Competition in many of these cases was competition with other 
forms of transportation—sometimes with water carriers,”° with 
pipe lines,” and with motor carriers.” 


ONLY “CONTROLLING COMPETITION” JUSTIFIES 
DISCRIMINATION 

A study of Commission decisions does not reveal any clear 
distinction between the competition that will justify a discrimina- 
tion and that which will not. It is clear, however, that the com- 
petition must be “controlling,” that is, that the carrier is meeting 
rates controlled by another line,’’ and that it is not itself re- 
sponsible for the low rate at the competitive point. 


ANALYSIS OF COMPETITION AS AN EXCUSE FOR 
DISCRIMINATION 


At this point it will be helpful to leave our consideration of the 
Commission’s policy and to analyze the contention that com- 
petition justifies preferential rates. It will be helpful to approach 


69 Chamber of Commerce of Newport News v. Southern Ry. Co., 23 1.C.C. 345, 353 
(1912). 

7 Connor Lumber & Land Co. v. Akron, Canton & Youngstown Ry. Co., 40 I.C.C. 
111 (1916); Texarkana Freight Bureau v. Illinois Central R.R. Co., 38 I.C.C. 55, 
58-59 (1916), and many other cases. 

™ Traffic Bureau, Davenport Chamber of Commerce v. Alton & Eastern R.R. Co., 
167 I.C.C. 276 (1930); Caddo Central Oil & Refining Corp. v. Kansas City Southern 
Ry. Co., 98 I.C.C. 39 (1925). 

™ Rate Structure Investigation, Part 3—Cotion, 174 I.C.C. 9, 15 (1931); Consoli- 
dated Southwestern Cases, 188 I.C.C. 307 (1932). 

73 Kenner Truck Farmers’ Assoc. v. Illinois Central R.R. Co., 32 1.C.C. 1, 10 


(1914). 
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the problem with the principle in mind that each community 
is entitled to the advantages of its location. 

We will first consider a case in which competition would seem 
to justify discrimination. Suppose, as in Figure 3, that A and B 
compete in the production of an article which is to be sold in M. 
Railroad x serves both A and B. Over the lines of railroad x, 
A and B are equidistant from M. We will assume the costs of 
transportation to be the same from both production points. At 
A, railroad x encounters the competition of railroad y, a shorter 
line. The normal rate from A to M via railroad y will therefore 
be lower than that of railroad x. Should railroad x be permitted 


Me m 


Fic. 3.—Competition Fic. 4.—Competition 
with a more direct route. with a water carrier. 


to meet the rate of railroad y without giving an equally low rate 
from B? There can be no objection so far as B is concerned. If 
railroad y maintains a higher rate from A to M than its rival, the 
traffic will move by the shorter route and A will retain its ad- 
vantage over B. Nor can railroad x be asked to reduce the rate 
from B simply because it has lowered the rate from A. To do so 
would deprive A of its advantage of location. A has a natural 
advantage over B, and should not be deprived of that advantage. 

Figure 4 represents a different situation, but one which ana- 
lyzes the same way. Here the railroad encounters water com- 
petition at A and not at B. It should be permitted to meet the 
water rate without being accused of unjustly discriminating 
against B. A has a natural advantage over B. As Acworth once 
described this situation: 
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To call upon a railway company to give an inland town rates on the same 
scale as those which it gives when there is sea competition, simply because it 
there gives them, is to call upon it, not to maintain equality, but to counter- 
act an inequality for which, not the railway company, but the Author of the 
Universe is responsible.74 

Most of the cases in which the Commission finds a discrimina- 
tion justified by competition would analyze in the same manner 
as the two illustrations above. Occasionally the Commission 
refuses to permit a discrimination which would seem to be justi- 
fied by the foregoing reasoning. In one case the carriers proposed 
an eight-cent rate on iron and steel articles from Chicago to Mil- 
waukee to meet water competition. Producers of steel at East 
St. Louis, Alton, and other points objected to the reduction, 
alleging that it unduly preferred Chicago and discriminated 
against them. Division 2 of the Commission refused to permit 
the reductions: 


Respondent’s desire to divert traffic from the water lines explains, but by 
no means justifies, the proposed reductions The fact that shippers lo- 
cated in the Chicago district may ship by water at a rate as low as that pro- 
posed does not relieve respondents of their obligations under section 3 
There is no provision of the act which gives us authority to relieve the car- 
riers from complying with the provisions of section 3 whenever they desire to 
divert traffic from their water competitors to their own lines 
The position taken by Commissioner Brainerd in a dissenting 
opinion would seem to be more in accordance with sound policy. 
He pointed out that, unless the rail rate were reduced, the articles 
would be shipped by water. The disadvantage of producers at 
East St. Louis and Alton would therefore exist whether the rail- 
roads maintained the old rate or reduced it to the water rate. 

An entirely different situation is presented if, as in Figure 5, 
railroad x encounters competition with a railroad of approximate- 
ly equal length. In this situation a lower rate from A to M than 
from B to M does not result from the fact that the cost of trans- 

7 The Elements of Railway Economics (Oxford: Clarendon Press, 1905), pp. 
140-41. 

78 Iron & Steel Articles from Chicago District, 163 1.C.C. 369 (1930). The case is 
complicated by another matter—Section 500 of the Transportation Act, which de- 
clares the policy of Congress to promote, encourage, and develop water transporta- 
tion. 
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portation is less from A to M but from the fact that the railroads 
are engaging in competition at A and have reduced rates below a 
reasonable level or else that they maintain an excessive rate from 
B to M where railroad x has a monopoly. As far as the costs of 
transportation are concerned, B is as advantageously located as 
A. If A gets lower rates than B, the latter point is deprived of the 
equal treatment to which it is entitled. 

It might be argued that A has an advantage over B, the ad- 
vantage of having two routes to M, while B has but one. But 
this advantage is an artificial advantage, not a natural one. If 


A 8 


» 
Fic. 5.— Competi- Fic. 6.—The Ashland 
tion with a railroad rule. 
of approximately 
equal length. 


railroads x and y maintained normal rates from A to M, A would 
have no rate advantage over B. There are authorities, however, 
who have considered the existence of competitive routes as an 
advantage which should not be taken away. In an English case 
the court said: 


I cannot see .. . . why the advantageous position of the one trader in 
having his works so placed that he has two competing routes is not as much 
a circumstance to be taken into consideration as the geographical position of 
the other trader, who, though he has not the advantage of competition, is 
situated at a point on the line geographically nearer the market 
course, if you are to exclude this from consideration altogether, the result 
must inevitably be to deprive the trader who has the two competing routes of 
a certain amount of the advantage which he derives from the favorable posi- 
tion of his works.* 


© Phipps v. London & North Western Ry. Co., 2 Q.B. 229, 242 (1892). 
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This pronouncement has been quoted approvingly by courts in 
the United States,” and a similar position has been taken by one 
American writer.”* It must be remembered, however, that a 
reduced rate due to competition alone, and not to the existence 
of a cheaper route or means of transportation, results from a 
depressed rate at the competitive point or from the exaction of 
monopoly charges at the non-competitive points. The first par- 
takes of the nature of cutthroat competition—an unwise policy; 
the second represents an exercise of monopoly power, and is un- 
just. In either case the point discriminated against has a valid 
objection to the rate adjustment. 

A serious difficulty is encountered in attempting to apply the 
principle we have just described. If in Figure 5 railroad y insists 
on maintaining a lower rate from A to M than x maintains from 
B, railroad y is probably within its rights. Railroad y, generally 
speaking, has the right to determine its own rate policy, so long 
as its rates are reasonable. Railroad x might just as well be per- 
mitted to meet this rate. If it is forced to maintain a higher rate 
than y, the traffic will move from A to M via y at the lower rate, 
and A will retain its advantage. B is not helped if x withdraws 
from the business of transporting goods from A to M. This situa- 
tion explains why the Commission insists that the low competitive 
rate must be compelled by conditions beyond the carrier’s con- 
trol. Railroad x merely meets a situation as it finds it. The 
situation would be quite different if x controlled the competitive 
rate and had depressed it of its own accord. But railroad x cannot 
be said to be responsible for the preferential rate if that rate is set 
by its rival. In cases of this type it is important to know which 
carrier is responsible for the low rate. 


THE ASHLAND FIRE BRICK CASE 
A variation of the situation described above confronted the 
Commission in the famous Ashland Fire Brick Case.7* Without 
77 Interstate Commerce Commission v. Louisville & Nashville R.R. Co., 73 Fed. 


409 (1896). 

78 W. C. Noyes, American Railroad Rates (Boston: Little, Brown & Co., 1906), 
P. 93- 

79 Ashland Fire Brick Co. v. Southern Ry. Co., 22 1.C.C. 115 (1911). 
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attempting to describe the facts in that case, we can generalize 
in the form of a diagram the situation there presented. In Figure 
6, A and B are rival producing areas, and M is a common market. 
A is served by railroad x, and B by railroad y. Railroad z serves 
both points of origin. If railroad x insists on maintaining a rate 
of 80 cents from A to M, while y maintains a rate of $1.00 from 
B to M, neither can be found guilty of undue preference or preju- 
dice. This is because x and y do not serve both points of origin, 
and each is entitled to fix its rates independently of the rates 
maintained by the other. But railroad z serves both points. Can 
railroad z charge the 80-cent rate from A to M while maintaining 
the dollar rate from B to M? If railroad z merely meets the situa- 
tion that it finds at A and at B, it is difficult to charge it with 
wrongdoing. The same rate relationship would exist if railroad 
s did not participate in the business from A to M or if railroad 
z did not exist at all. 

It was in a situation like this that the Commission announced 
the rule already referred to that “the test of the discrimination 
is the ability of one of the carriers participating in the two through 
routes from the two points of origin to the same point of destina- 
tion to put an end to the discrimination by its own act.’*° We 
considered this rule previously in relation to the question of 
whether the carrier served both points of origin. Here railroad z 
serves both points of origin, but is still unable to remove the 
discrimination by its own act, since to raise the rate from A to M 
leaves its competitor charging the lower rate. 


ALL COMPETITIVE POINTS MUST BE 
TREATED EQUALLY 
We have seen that very often a railroad is permitted to reduce 
rates to meet the competition of a more direct route or of a cheap- 
er form of transportation, and it does not constitute a violation 
of Section 3 to withhold the low rate from points where such 
competition is not encountered. But if the carrier reduces rates 
to meet competition at one point, it must make similar reductions 
% Tbid., p. 120. The Supreme Court pointed out in 1933 that this doctrine had 


since been applied by the Commission in at least forty-five cases. Texas & Pacific 
Ry. Co. v. United States, 289 U.S. 627, 649, note 37. 
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at other points where the same competition is encountered. The 
Commission has said: “. . . . carriers are not obligated to meet 
water competition, nevertheless they may not create an unduly 
prejudicial situation by meeting it at one point and failing to 
meet it at a competing point.’’** This principle is perhaps of the 
greatest importance when market competition comes into play. 
A carrier need not reduce its rates to meet the rates of another 
line extending from another source of supply to a common market, 
but if it voluntarily makes such a reduction, it must make a simi- 
lar reduction from all producing points on its lines which are 
similarly situated. 
CONCLUSION 


Familiarity with the cases arising under Section 3 leads to the 
conviction that, on the whole, the section has been wisely ad- 
ministered, and that it has been of immense value in protecting 
communities from arbitrary and unfair rate adjustments. Criti- 
cism of Section 3 is of doubtful value if made without a thorough 
understanding of its provisions, of its interpretation, and of the 
policies of the Commission in administering it. 

D. Puiuie Lockiin 
UNIVERSITY OF ILLINOIS 


& Bunker Hill & Sullivan Co. v. Oregon-Washingion R.R. & Nav. Co., 132 1.C.C. 
266, 271 (1927). See also Spreckles Savage Tire Co. v. Atchison, Topeka & Santa Fe 
Ry. Co., 142 L.C.C. 507, 512 (1928). 

82 See Milburn Wagon Co. v. Lake Shore & Michigan Southern Ry. Co., 22 1.C.C. 
93, 100-101 (1911); North Fork Cannel Coal Co. v. Ann Arbor R.R. Co., 25 I.C.C. 


241, 246 (1912). 





THE EXTERNAL DEPRECIATION OF THE DOLLAR 
AND ITS EFFECT UPON THE PRICE LEVEL 
IN THE UNITED STATES 
WITH REGARD TO THE METHODOLOGY OF MEASUREMENT 


OF INTERSPATIAL PRICE DIFFERENCES AND THE 
THEORY OF PURCHASING POWER PARITY 


E distrust in the future value of the United States 
monetary unit after the departure from the gold standard 
in April, 1933, and the adoption of a new gold parity on 

January 31, 1934, brought about a considerable fall of the dollar 
rate of exchange. From March, 1933, to February, 1934, the 
monthly average price of the Swiss franc rose from 19.37 cents to 
31.74 cents, or approximately 64 per cent.' During the same peri- 
od, the Bureau of Labor Statistics index of wholesale prices in- 
creased only 22 per cent (60.4—74.0, 1926 = 100, prices in terms of 


dollars). 
Why did the wholesale price level in the United States not 


change proportionally to the external depreciation of the curren- 
cy? The following exposition is intended to clarify some theoreti- 
cal and factual aspects of this problem. 


I. THE FALL OF THE FOREIGN EXCHANGE RATE AS A CAUSE 
OF GENERAL RISE IN PRICES 


Ceteris paribus the immediate effect of the fall of the foreign ex- 
change rate is a fall of all internal prices expressed in terms of a 
stable foreign currency, but no change in any price expressed in 
terms of national currency. With every increase in the dollar 
prices of foreign currencies, everything in the United States be- 
came cheaper from the standpoint of the foreign buyers and every- 

* The balance of international payments of the United States does not reflect a 
very violent “flight from the dollar.” The short-term capital movement in 1933— 
transfers of American or foreign-owned dollar deposits—amounts to $419,000,000 
(as estimated by the Department of Commerce; see the Annalist, March 30, 1934). 
This figure, however, shows only the net value, i.e., the difference between inward 
or credit and outward or debit payments. 
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thing abroad became dearer from the standpoint of the American 
buyers. But only through commodity trade—domestic and for- 
eign—were the dollar prices on the domestic market of both ex- 
port and import commodities able or forced to adjust themselves 
to this situation, i.e., to rise? Under export commodities I under- 
stand here everything produced in the country which can be ex- 
ported (“‘exportable goods’). Speaking a priori—disregarding 
special conditions which may arise in a concrete case—there is no 
reason to expect that the price rise will be confined to the range 
of commodities which are exported under normal conditions. The 
greater the currency depreciation, the greater is the probability of 
having more kinds of commodities entering into international 
trade and of having a greater volume of exports. The outflow of 
goods and the direct or indirect inflow of money will then tend to 
bring about a general price rise. 

We find the United States in an analogous situation from the 
middle of 1915 to the middle of 1917, i.e., at the time of the “gold- 
base inflation.” In two years the wholesale price level rose 80 per 
cent, the total merchandise exports amounted te eleven billion 
dollars (fiscal-year average twice as high as in 1911-15). There 
was, of course, no external depreciation of the dollar. The United 
States’ products were, so to speak, “pulled” from outside. The 
situation in 1933 was quite different. We have to deal with an at- 
tempt (in so far as the fall of the foreign exchange rate can be con- 
sidered as a result of conscious monetary policy) to “push” com- 
modities abroad by creating a general price disparity. The effect 
upon United States’ foreign trade was very small. As compared 
with 1932 the total value of exports increased in 1933 only 4 per 
cent, due entirely to price advance in this country, since the vol- 
ume of shipments remained about the same, while imports rose in 
value more than exports, namely, 10 per cent. It must be recog- 
nized, however, that in the second half of the year exports showed 
an upward tendency. The wholesale price level went up, as al- 

2 The reader will consider that we are dealing here not with the exceptional case 
of a state of advanced inflation when internal prices follow the development of the 


foreign exchange rate, i.e., go up even without commodity transactions. (Example: 
Germany, 1922-23.) 
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ready pointed out, by 22 per cent, owing to the action of a differ- 
ent set of forces.’ 

Why did not the actual development of prices justify the pre- 
vailing expectations? At the time when the external deprecia- 
tion of the currency started, internal prices in the United States 
had a positive disparity, i.e., they were higher than in most coun- 
tries with which the United States was or could be in trade rela- 
tions. An attempt to prove this fact meets great difficulties, of a 
logical rather than a technical nature. The measurement of inter- 
spatial price differences is much more unreliable than the measure- 
ment of intertemporal price differences. The chief obstacle is the 
different composition of trade—different sets of commodities 
which are the object of transactions, and different quantities of 
turnover from country to country, sometimes make the compari- 
son logically impossible. 

The theoretical approach to this problem of measurement, 
however, may be illuminating. We start from the fundamental 
assumption that in the given country d and in the base country a 
we have the same composition of trade, i.e., the same kinds of 
commodities and the same physical quantities of trade turnover 


(ga=g»=q).* If p denotes price in domestic monetary units ($a 
and $b respectively), and R the rate of exchange, in the sense R = 
$b: $a, then we can write: 


(1) 


Noe is the index of price disparity between country } and 
country a, all prices being expressed in monetary units of country 


3A good analysis of the economic conditions in the United States is given in 
Vierteljahrshefte zur Konjunkturforschung, Jahrgang 9, Heft 1. 

‘It is sufficient that the proportion of physical quantities of different commodi- 
ties be in both countries the same, i.e., that g‘?):¢: .... go mg: gy: 

q;". This assumption may be in different degrees of conformity with the ‘real con- 
pa but it does not suffer from an internal contradiction. A similar composition 
of trade is not incompatible with the international division of labor—based on a 
different production, the trade might lead to a more or less uniform consumption. 
On the other hand, the possibility of having trade relations still exists even when 
production is similar—because of differences in production costs. 
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a. It shows the result of a direct comparison of actual prices ex- 
isting in different countries at the same time. By means of an- 
other method, which may be called “indirect”, we can derive the 
price disparity at a given moment (year “‘1’’) from the price dis- 
parity at a previous moment (year “o”’), taking into account the 
price changes which have occurred in the time elapsing between 
the two moments, as follows: 


Ro> poo Yo 
7 (2) 


_* Ri Dopo q: 
N, /a . 
b/a — oe q: (3) 


We have now to make a new assumption, namely, that the com- 
position of trade in both countries is stable (¢,=q.=q). 
Dividing (3) by (2) we obtain: 


: Lebwd Dipood Ri 
“ne Te 


No b/a= 


N; b/a= 


and, finally, 


P 
Nz vje=Novja* =p— * IE (4) 


where N, 5/2 and Nos, are indexes of price disparity between 
country 5 and country a in the given and base years respectively 
(prices being expressed in monetary units of country a); 77... and 
I?» are indexes of change of the general price level in country a 
and country 6 for the period under consideration (prices being ex- 
pressed in domestic currency); and J®, is the index of change in 
the exchange rate for the same period. 

Most investigators apply the indirect method but disregard the 
price disparity in the base year (N.»,.). Efforts are made to have 
IF... and I?,4 calculated by the same formula. This is, however, 
a very small improvement of the computation, the main source of 
error being the different real composition of trade in the countries 
which are the object of comparison. 

In order to have an idea of the price disparity between the 
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United States and the outside world in April, 1933, when the dol- 
lar began to fall, I have made a tentative calculation using formu- 
la (4) and the available statistical material for five countries. The 
result is given in Table I (base country = the United States, base 
year=1913). My computation has no claim to accuracy. The 
figures obtained represent a very rough approximation to reality. 
No attempts are made to verify how far the fundamental condi- 
tions—similar and stable composition of trade—are fulfilled. The 
price-change indexes have a different structure. The pre-war 


TABLE I 








, P R 
N, b/a No b/a Ti /o b Ti /o 
U.S.=100 | U.S.=100 | 1913 = 100 1913=1 





IOI-I13 106 9! ©.9O-1.02 
IOI 107 387 0.21 
100-107 100-106 102 0.85 
IoI 97 ©.74 
7°-74 100-107 133 0.45 

















Indexes of price-level changes (J, Job) used: Germany, Statistisches Reichsamt; 
France, Statistique Générale de la France; Canada, Dominion Bureau of Statistics; 
England, Board of Trade; United States ur a= 86), Bureau of Labor Statistics. 


price-disparity indexes for England, Germany, and France are 
taken from the investigation Depreciated Exchanges and Interna- 
tional Trade (published in 1922 by the United States Tariff com- 
mission). 

The index number of the pre-war price disparity for Canada 
(Nio:13 c./u.s. = 106) is calculated by the indirect method; wholesale 
prices in Canada and the United States in the base year (1900) 
were assumed to be equal.’ During the period 1900-13 prices in 
Canada rose more than in any other country because of intensive 
borrowings from abroad (chiefly England and the United States). 
Because of lack of information concerning the price disparity be- 
tween Japan and the United States in 1913, the highest figure 
empirically found for that year has been accepted (107). The 

’ Data from Viner, Canada’s Balance of International Indebtedness, 1900-1913 
(Cambridge, Mass., 1924), p. 217. 

* A lower figure would be nore favorable for my thesis. 
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price disparity index number for Germany in 1933 seems to be 
too high, the official rate of exchange (100 RM. for 24.39 dollars), 
and therefore the index number of parity change (1.02), being 
partly nominal. In these three cases—Canada, Japan, and Ger- 
many—two figures are given in the table showing the probable 
limit values of the price disparity in general. 

Table I leads to the conclusion that countries which depreci- 
ated their currencies during the last economic depression had, as a 
rule, lower wholesale prices than the United States. In April, 


CHART I 
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1933, thirty-seven countries in all parts of the world had depreci- 
ated currency, the discount in relation to the gold parity ranging 
from 15.40 per cent (Columbia) to 57.68 per cent (Japan). Taking 
into account the fact that two-thirds of the United States’ foreign 
trade in 1932 was with such countries, we may assert that the fall 
of the dollar exchange rate did not create a considerable price dispar- 
ity in favor of the United States. 

If the external depreciation of the dollar did not produce, so to 
speak, a general attack upon the price level, there still remained 
the possibility of influencing the price level through important 
changes in the price system. Let us now examine the behavior of 
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individual prices during the period under consideration, taking 
some typical cases. All comodities which I have chosen for this 
purpose are “international commodities,” in the sense that they 
normally enter the United States’ foreign trade. The probability 
of thereby getting a “favorable” result is obviously greater. 

The full degree of accommodation of the United States’ internal 
prices in dollars to the variations of the foreign exchange rate 
would be—all other things being equal—to follow the “foreign 
exchange line” (see Charts I and IT), i.e., the curve of the dollar 


CHART II 
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price of a stable foreign monetary unit. The downward deviations 
from this line may be due to the independence of the internal price 
or to a fall of the external price of the respective commodity (both 
internal and external prices from the standpoint of the United 
States).” 

We are confronted with four general cases: 

A. Internal price rises beyond the foreign exchange line—crude 
rubber. 

7 “Internal price” means here price in dollars at United States’ domestic market; 


“external price,” price in foreign currency at the respective foreign markets. 
The fall of the external price can be the effect of a fall of another currency. 
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B. Internal price rises, oscillating around the foreign exchange 
line—wheat, cotton. 

C. Internal price remains far below the foreign exchange line— 
iron and steel. 

D. Mixed tendency—silver, petroleum products. 

We can understand better the movement of individual prices 
in the United States if we distinguish two kinds of commodities: 
those with an independent and those with a non-independent 
domestic market (from the standpoint of the United States). We 
can consider the domestic market of a commodity as “‘independ- 
ent” from the respective foreign markets when foreign trade in 
this commodity is, under normal conditions, so small that it can- 
not significantly affect the relation between demand and supply 
in the country. The “independence” of the internal price comes 
from predominance as regards both production and consumption 
in the world-economy and is expressed in a large annual produc- 
tion ratio (domestic production : world-production) combined with 
a small annual export ratio (exports: domestic production). 

In our representative group, commodities of non-independent 
domestic market are, among import articles, silk and crude rubber 
and, among export articles, wheat and cotton. Commodities of 
independent domestic market are: anthracite (the United States 
is the world’s largest producer, 3 per cent exported), motor vehi- 
cles (80 per cent of world-production, 5 per cent exported), iron 
and steel (25-50 per cent of world-production, 3 per cent export- 
ed), petroleum products (60-75 per cent of world-production, 6 
per cent exported).® 

Now I shall try to give a short explanation of the different be- 
havior of the individual prices represented on Charts 1 and 2 with 
regard to the change of the foreign exchange rate. 

Crude rubber.—The internal price passed the foreign exchange 

§ Data on exports (1932) from United States Department of Commerce, Foreign 
Trade of the United States, ‘Trade Promotion Series,” No. 151. Data on production: 
anthracite, from Roush, The Mineral Industry during 1932, p. 83; motor vehicles 
(distribution) from Epstein, The Automobile Industry; iron and steel (1931-32 and 
1925-26), from Roush, of. cit., and League of Nations Memorandum on the Iron and 
Steel Industry (II, E.F. 1927, II, 8); petroleum products (1931-32), from Roush, 
op. cit. 
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line owing to the fact that an extraordinary demand was dis- 
played in the United States—the principal market of this com- 
modity.® 

W heat and cotton.—The internal price showed an irregular tend- 
ency following in general the foreign exchange line because these 
are standard export articles, objects of well-organized interna- 
tional trade and great external demand."° 

Anthracite, motor vehicles, iron and steel.—Internal prices did 
not react to the fall of the foreign exchange rate because these are 
commodities of independent domestic market. Another explana- 
tion might be suggested, namely, that the external price fell at the 
same time with the exchange rate; but this supposition does not 
correspond to the facts." 

Petroleum products.—The internal prices of these commodities 
of independent domestic market rose considerably with the chang- 
ing market conditions in the United States (increasing demand in 
July and limited supply after the signing of the industry code in 
August). 

Raw silk.—As in the case of rubber, the United States is the 
principal consumer of this commodity.” The internal price fell 


in July below the foreign exchange line chiefly under the influence 
of the abundant new crop in Japan (the external price went 
down).*3 

From this brief survey we see that the external depreciation of 
the dollar was not so great as to overcome the resistance of the in- 


9In 1931 70 per cent of the world-production was imported into the United 
States (United States Bureau of Foreign and Domestic Commerce, Trade Informa- 
tion Bulletin No. 804). The external price was pushed up (Amsterdam, April—No- 
vember, 1933) from 16 to 30 guldens per roo kg. 

‘© Export ratio of wheat 15 per cent; cotton, 50 per cent (1932, D.C., op. cit.). 
Price of wheat has changed even without considerable exports. 

" Price of pig iron in England (Cleveland No. 3, foundry, f.o.b.) from January 
through December was stable, 624s. per ton; in Germany (Roheisen, Oberhausen, 
Giess ITI) likewise, 63 RM. per ton. 

"In 1925, approximately 60 per cent of the world-production consumed in the 
United States. See League of Nations, Natural Silk Industry, p. 16 (International 
Economic Conference, 1927). 

3 Yokohama, yen per roo kin: June, 985; July, 955; August, 858; September, 
855; October, 718; November, 583; December, 563. 
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ternal prices of commodities with independent domestic market. 
Taking into consideration the fact that the majority of commod- 
ities of large turnover value (heavily weighted in the general price 
index) belong to that category, it is easy to understand why the 
price system in the United States was not affected by the fall of 
the foreign exchange rate in such a way as to change the general 
conditions of price formation and to push up the price level. 

Following out this line of analysis, attention should be given 
to a common explanation of the small effect of the external de- 
preciation of the dollar upon the price level in the United States— 
namely, that the ratio of total exports to total domestic produc- 
tion is very small (1934, 6 per cent; 1929, 9.8 per cent; 1919, 16 
per cent). There is some truth in this explanation, but it is not 
quite accurate. It would be better to say that the external cur- 
rency depreciation produces in the United States a comparatively 
small effect, not because the export ratio is small, but because it 
cannot be raised very easily. 


2. THE THEORY OF PURCHASING-POWER PARITY IN THE 
LIGHT OF THE FALL OF THE DOLLAR 


For the purpose of an examination of the price-disparity the- 
ory, equation (4) is very suitable: 


~ Thro R 
Nyx bja=Nob/a° - _— The. 
Iijos 


The problem now is not to compare prices between two coun- 
tries but between a given country and the outside world. A sta- 
tistical application is therefore almost excluded, or at least very 
difficult. The formula will be used only to simplify the theoretical 
reasoning. 

With reference to a period of several years, No»/. (price-dis- 
parity index for the base year) is a constant; the other items of the 
equation are variables (see above, pp. 643-44). 

The narrowest conception of the theory of purchasing-power 
parity would be: 


N, b/e= No b/a=I. (5) 
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That is to say, the purchasing power of money with regard to com- 
modities tends always to be equal in all countries. 
It follows from equation (1) that 


Ra Red, (6) 


or, if }°pag and }°psg can be considered as expressions of the “ab- 
solute price levels,” that the exchange ratio of the monetary units 
(R=$b:$a) is inversely proportional to the ratio of the “absolute 
price levels.”’ In reality, however, 


R= 2? y,,, (7) 


> Pg 


where N4/.,the average price difference, is equal to, greater than, 
or less than unity, and is dependent, in so far as country 0 is con- 
cerned, on the balance of international payments, the foreign 
trade organization, the trade barriers, and, speaking most gener- 
ally, on the economic structure of this country. 

A broader conception of the theory of purchasing-power parity 
has in view a development starting from a state of equilibrium; 
ie., from a stable R,. 

Postulating 

I fie b , (8) 


1jo= I 
Thea ; 


we have, if J?,.3:J7..=Q, 


(9) 


[2,= 


4 
Q’ 


N, bja= Ne b/a 5 Be (10) 


The change of the exchange ratio of the monetary units is inversely 
proportional to the ratio of the changes in the price levels. The pur- 
chasing power of money can differ in space but the disparity tends 
to be equal in time. 

Equations (8) and (9) are in force in the preceding case too— 
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according to equations (4) and (5). The widening of the concep- 
tion is expressed in equation (10). In this form the theory under 
consideration deserves, rather, the name “theory of constant pur- 
chasing-power disparity.” It necessarily refers to the general 
price level no matter how the mechanism of equalization works. 
We cannot distinguish between price levels of “international” and 
“‘national’”’** commodities, i.e., of commodities which do or do not 
enter into foreign trade, because the international adjustment of 
prices must alter the composition of both groups. 

The broadest conception of the theory of purchasing-power 
parity is reached if we admit that the price disparity can increase, 
but not beyond certain limits. That is to say, the foreign exchange 
rate may not rise or fall in proportion with the ratio of the changes in 
the corresponding price levels; the deviations from the proportional- 
ity, however, are limited. It follows that the foreign exchange ratio 
can be kept stable (J*,,=1) despite some increase in the general 
price disparity (impossible according to the first and second for- 
mulation of the theory, if transitional momentary situations are 
disregarded). The increase of the price disparity could be ex- 
plained, as far as it is not unreal (not attributable to imperfection 
of the method of computation), by changes in the same factors 
which generally determine N/.." 

The case of the United States’ monetary experiment of 1933 is 
very interesting as a test of the theory of purchasing power parity. 
Assuming N,»/.=1 (and with 1913 as base year this is fully ad- 
missible) we can write equation (4) in the form: 


fee Naje=lies: IR. . (11) 


Let the subscript a denote the United States and the subscript } 
the outside world, and R express again the ratio $b: $a. 

The leading idea was to provoke a rise in J, by increasing 
J®,, ie., to raise prices in the United States by reducing the 

«4 The term “national” is used instead of the term “domestic” commodities be- 
cause the latter relates also to commodities of domestic origin sold abroad. 

*s The following example can be given: Canada (6), world (a), 1912-13, base year 
1900. Foreign exchange rate stable (J Fo= 1). Nob/a=1 (approximately). Since 
TPop>Tjoa Nib/a>1. Prices in Canada were s-r1o per cent higher than in all 
other countries in general. A positive price disparity occurred while a favorable bal- 
ance of international payments prevented the Canadian dollar from falling. 
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value of the dollar ($a,)."* The result was rather unsatisfactory be- 
cause the shock was absorbed largely by N, »/. which was less than 
1 and now increased. This means that, after the depreciation of 
the dollar, the disparity between United States and world-prices 
in general must have disappeared. 

The considerable fluctuations of the international price dis- 
parity, and the lack of proportionality between changes of the 
price level and changes of the foreign exchange rate in the case of 
the United States, disprove the theory of purchasing-power parity 
in its narrow—first and second—formulations. There are, how- 
ever, indications for the validity of this theory in its broadest con- 
ception as discussed above. Such a case is illustrated by Table II. 


TABLE II 








Bulgaria Holland Sweden U.S.A. England 





93 100 102 102 
163 196 164 168 
174 229 184 195 
166 197 177 171 
132 156 151 147 
126 147 139 140 




















Indexes of price changes UP ») used: Holland, Bureau Central de Statistique, 

Sweden, Kommerskollegium; United States, Bureau of Labor Statistics; England, 

Board of Trade; Bulgaria, Direction Générale de Statistique. 
This table, calculated by the indirect method for the five-year 
period 1920-24, shows the approximate disparity between whole- 
sale prices in Bulgaria (which passed through a violent inflation) 
and each one of four other countries which avoided such an in- 
flation after the World War."’ As the index numbers for the base 
year (1913) refer to a very small set of commodities, the absolute 
values of all index numbers must be used with caution. 

The tendency of a decrease of the price disparity after 1921 is so 
strong in all series that the table deserves attention. Whatever 
corrections might be made in the index numbers for 1913 the de- 
velopment in time would give the same picture. 


S. D. ZAGOROFF 
Sorta UNIVERSITY 


16 TR _ 8 . $b. 
“t? $e, * $a.” 
7 See S. D. Zagoroff, International Price Disparities (Sofia, 1925 [in Bulgarian)). 





UNION AND NON-UNION WAGES AND HOURS 
IN THE STREET RAILWAY INDUSTRY 


| Geer as the Federal Government has placed the 


weight of its authority since 1933 in support of collective bar- 

gaining, a renewed interest has become evident in the effect 
of unions on wages and hours. Accordingly, an inductive study of 
the influence of a specific union on wages and hours may be pecul- 
iarly appropriate. 

The United States street railway industry has been selected for 
analysis because, typically, only one employer is found in each 
municipality and some of the companies have signed contracts 
with the Amalgamated Association of Street and Electric Em- 
ployees of America at various times and the others have operated 
on a non-union basis. These facts facilitate a comparison of union 
and non-union wages. An attempt is herein made to indicate to 
what extent the wages and hours of these two groups have deviated 
from each other. 

The union in this industry has never had high initiation fees or 
monthly dues; nor has it at any time seriously attempted to re- 
strict entrance to the trade in order to decrease the supply of la- 
bor. One peculiarity of wage payments in this industry needs to 
be explained. Usually, a company does not pay a flat rate to its 
men regardless of their years of service. Rather, a carman typi- 
cally begins at a stipulated rate which applies for the first three to 
twelve months; for the second period a small increase will be 
granted, with similar increases in subsequent years until in the 
third, fifth, tenth or perhaps fifteenth year he receives the maxi- 
mum wage. 

The average beginning hourly wage for 52 representative non- 
union companies was found to be 20.77 cents in 1914, while the 
beginning rate for 80 unionized companies was 23.69 cents or 
14.06 per cent higher, as is indicated in Table I. 

The average hourly maximum or final wage for the non-union 

654 
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men was 25.80 cents while the union men received 1.99 cents an 
hour more; that is, the union apparently secured a 7.77 per cent 
increase in wages for the men who remained long enough to secure 
the maximum. 

The union men had another important advantage in not having 
to work so many years before the maximum was reached. Fifteen 
per cent of the unionized companies either had a flat rate or paid 


TABLE I 
NON-UNION AND UNION WAGES AND HOURS IN UNITED STATES 
STREET RAILWAY INDUSTRY, 1914 ; 
(52 Non-Union and 80 Union Companies) 








Companies 


Average 
Hourly 
Beginning 
Wage 
(Cents) 


Average 
Hourly 
Maximum 
Wage 
(Cents) 


Time in 
which 
Maximum 
Was Secured 
(Years) 





52 Non-union* 


20.77 
23.69 


25.80 
27.79 


6.42T 
4.38 


10.29} 
9 .64)| 


80 Union§ 

















* Data calculated from Street Railway Employment in the United States (1934), — 4 one s of the 
Bureau of Labor Statistics. These figures in most cases are for motormen, conduc aered penny , and grip- 
men; in a few for motormen only, owing to the nature of the data. The Bureau select ties of various 


sizes scattered widely and it is believed the sample is reasonably comparable with that for the union 
companies. In cities of more than one company, only one was taken. 

t In determining the ave: year in which the maximum wage was reached all cases where the 
maximum was reached before the end of the 12th month have been as I year. 

t These es constitute the median hours for npr = motormen. However, the hours for con- 


ductors, and gripmen were in nearly all cases i 
§ Calculated from Wage History of the Amalgamated Sireet and Electric Railway —~ of 


America, November 1, 1914. Data for only the 80 oldest United States locals for which com 
were available are herein presented, whick constitute about so per cent of all locals. In most cases the 
figures are for motormen and conductors. In a few, for n only 
At times the exact number of hours were reported but it is well known that in the street railway 

industry owing to the “run” system, hours for the various runs are wi — f — eas In other cases the 
range of hours was given and in each such case the mid- -point has been tak: 
all their men the maximum before or by the end of the twelfth 
month of service. On the contrary, only 4 per cent of the non- 
union companies arrived at the maximum so quickly. On the 
average, the non-union companies did not pay their maximum un- 
til 6.42 years had elapsed, while the unionized men received maxi- 
mum pay in 4.38 years after service began. Thus, the union re- 
duced the waiting period by 32 per cent. 

In the matter of hours, the advantage, likewise, was with the 
union. The organized men worked a daily period shorter by 6.31 


per cent than the non-union. 
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That wages in large cities are higher than in smaller places is a 
well-known fact.’ It might be suspected, therefore, that street 
railway labor was unionized chiefly in the larger cities and that 
this might account for the higher wages in the unionized cities 
rather than the activities of the union. Consequently, a calcula- 
tion was made to determine whether the unionized companies 
operated typically in larger or smaller cities than the non-union- 
ized companies. Utilizing 1910 census figures, it was found that in 
that year 118,591 people on the average lived in each city where 
the street railway labor was unionized (in 1914), and 166,208 
people on the average lived in each city where the labor was not 
organized.’ On account of the presence of several large cities like 
New York where the street railway labor was unorganized and 
Chicago where it was organized, these figures do not give an ac- 
curate picture of the typical size of city. Hence, the population 
median as of 1910 for each group was calculated and was found to 
be 29,078 for the organized and 85,577 for the unorganized. From 
this result one can conclude that the higher wages enjoyed by the 
unionized carmen were not due to the fact that the men were 
typically organized in the larger cities since this was not true.’ 

Finally, an attempt was made to compare general wages in 
other industries in the cities where street railway labor was or- 
ganized with such wages in the cities where the carmen were not 
organized. Owing to the scattered character of the data and the 
magnitude of the task, this attempt was abandoned. However, 
before the higher wages of the street railway men who are organ- 
ized are attributed entirely to the activities of the union, the solu- 
tion to this phase of the problem should be at hand. 

Another analysis of wages in 1930 was made for one hundred 
non-union and fifty-six union companies as is indicated in Table II. 

Again the union seems clearly to have brought distinct ad- 
vantages to the men. The average beginning union hourly wage 
was 11.75 per cent higher than the non-union, while the final 

t This is substantiated by the custom, both here and abroad, of fixing higher 
minimum wages in the larger cities than in the smaller, by minimum wage boards. 

2 United States Bureau of Census, Vol. I, Population, 1930. 

3 Compare, however, the situation for 1930 below. 





WAGES AND HOURS IN STREET RAILWAY INDUSTRY 657 


wage for the union men was 12.25 per cent above the maximum 
attained by the non-union workers. The union men on the aver- 
age received $2.62 more per week than the unorganized employees. 
Since 1914 both groups materially reduced the waiting period be- 
fore the maximum rate was secured, yet the non-union men still 
had to wait nearly one and one-half years longer, before reaching 
the maximum, than did the organized groups. 


TABLE II 


NON-UNION AND UNION WAGES IN UNITED STATES STREET 
RAILWAY INDUSTRY, 1930* 
(100 Non-Union and 56 Union Companies) 








Companies 


Average 
Hourly 
Beginning 
Wage 
(Cents) 


Average 
Hourly 
Maximum 
Wage 
(Cents) 


Time in 
which 
Maximum 
Was Secured 
(Years) 


Average 
Weekly 
Wages 





100 Non-union 
56 Union 


48.14 
53.80 


53.21 
59.73 


3.42 
2.05 


$33.30 
35-92 

















* Data calculated from A.E.R.A. Bulletin, Wages of Electric Railway Trainmen, September 1, 1930, 
New York. Approximately one-half of the companies for which data were given in this Bulletin are 
covered in this table. All the companies are included for which complete figures were given from page 1 
to page 103, thus insuring a fair sample. 

t In determining the average year in which the maximum wage was reached all cases where the 
maximum was reached before the end of the 12th month have been regarded as one year. 

These two tables seem to demonstrate that the union did reduce 
hours and did raise wages.‘ This was done without restricting the 
supply of labor. In 1930 the median population of the cities where 
the carmen were organized was 76,834 and the median for the un- 
organized was 58,879. This is a difference of nearly 18,000 people, 
but probably not sufficient to explain on merely competitive sup- 
ply price considerations the 11 per cent wage differential enjoyed 
by the union men. 

A similar analysis was made of union and non-union wage data 
for 1933, the results of which are summarized in Table III. 

Wages for both groups were materially reduced but the advan- 
tage again lay with the organized workers. The union men en- 
joyed a beginning wage which was nearly 7 cents an hour higher 


4 The economist might still argue that the raising of wages by the union may have 
destroyed employment opportunities, and, thus, reduced total wages. 
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than the non-union on the average, and the formers’ ultimate 
wage (when the maximum had been reached) was over 7 cents an 
hour higher. Both groups succeeded in further reducing the inter- 
val of time before the maximum was reached but the non-union 
groups still had to work 3} years to reach the maximum wage 
while the union men had to work scarcely two years.’ The union 
men when operating one-man cars received a higher differential 
than did the unorganized. 
TABLE III 


WAGES OF STREET RAILWAY TRAINMEN IN THE UNITED STATES, 1933* 
(75 Union and 75 Non-Union Companies) 








Average Average Time » . Average 
ae - “ which Maxi- - Extra Pay 
Beginning | Maximum Weekly 
Wage Wage yoy Wage ,~ a - 
ar r- 
(Cents) (Cents) (Years) ators (Cents) 





75 Non-Union 42.97 47-55 3-33 $26.14 4.43 
75 Union 49.69 54.93 1.98 28.35 6.10 




















* Based on data from American Transit Association, Bulletin No. 413, 1933, New York. 


It is common knowledge that union workers are able to resist 


wage cuts during depressions much more effectively than the un- 
organized. Table IV indicates what happened in this respect in 
the street railway industry during the business stagnation of 


1930-34. 

Thus, while union beginning wages were reduced from 1930 to 
1933 by an average of 4.11 cents an hour or 7.63 per cent, the non- 
union groups suffered reductions of 5.17 cents per hour or 10.74 per 
cent. Likewise, the union men stood to gain relatively so far as the 
reduction in maximum hourly rates was concerned. However, if 
weekly wages are considered (instead of hourly) the advantage of 
the union was only infinitesimal, as is indicated in the last four col- 
umns of the table just referred to. This rather poor showing for the 
union groups probably is accounted for by the greater sharing of 
work by union men with their fellow-unionists. Long before the 

5 Using 1930 census data, the median population of the cities where the carmen 


were organized in 1933, was 68,202 and the median for the unorganized was 82,681, 
a difference of 14,479. 
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thirty-five-hour week or five-day week of the National Recovery 
Administration had gotten under way the local unions in many 
communities voluntarily offered to give the unemployed members 
one or two days work a week. This would reduce their weekly pay 
envelope relatively more than that of the non-unionists where the 
spirit of co-operation is developed less. 

In conclusion, it may be said that the Amalgamated Associa- 
tion of Street and Electric Railway Employees has succeeded in 
raising wages, reducing hours, cutting down the interval before 


TABLE IV 


DECREASE IN UNION AND NON-UNION STREET RAILWAY TRAINMEN’S 
WAGES DURING THE DEPRESSION, 1930-34* 








In AveraGe Becrnninc WAGE In Averace Maxiwum Wace | In Averace Weexty Wace 





Union Non-Union Union Non-Union Union Non-Union 





Hourly | Per | Hourly | Per Hourly | Per | Hourly | Per | Hour-| Per | Hour-| Per 
(Cents) | Cent | (Cents) | Cent | (Cents) | Cent] (Cents) | Cent ly Cent ly Cent 





4.11 | 7.63] 5.17 |10.74|] 4.80 |8.03] 5.66 |10.63/$7.57\21.07/$7.16)21. 50 






































n Pa on data from American Transit Association, Bulletin No. 413, 1933, New York, and Table 
maximum wages are reached, and, finally, opposing wage reduc- 
tions.* This speaks well for unionism to those who favor greater 
equality of incomes and accept the “purchasing power” theory of 
the business cycle. On the contrary, those who argue that labor 
organizations force wages above the economic level and thereby 
stimulate capital substitution or that the gains of unionists are 
gotten at the expense of unorganized groups will look upon this 
evidence as further proof for their position; the same is true for 
those who regard the rigidity of the modern price structure as a 
major factor in the tardiness of business recovery. 


Emerson P. ScHMIDT 
UNIVERSITY OF MINNESOTA 


6 All the comparative figures in the tables possibly understate the influence of the 
union in one respect, for it is well known that even if a company’s employees are un- 
organized the mere fact that other companies in the same industry are organized 
usually has a lifting effect on non-union wages. Thus, non-union barbers typically 
draw the same pay as union barbers in the same city. 





“THE COMMON SENSE OF POLITICAL ECONOMY” 
(WICKSTEED REPRINTED)! 


LL students of economics are placed deeply in debt to the Lon- 
don School of Economics, to Professor Robbins individually, 


and to the publishers by the bringing-out of this work. In it 
are included not only the “Common Sense”’ but, in addition, all of 
Wicksteed’s economic writings of importance except the Co-ordination 
of the Laws of Distribution, which has also been reprinted, but under 
separate covers, in the London School series of reprints. These other 
papers fill nearly two hundred pages of the second volume. The two 
volumes are offered for sale separately, the first, with an admirable in- 
troduction by Professor Robbins, containing Book I of the “Common 
Sense,” which makes Wicksteed’s general statement of his system avail- 
able in convenient bulk for use in elementary classes. The reviewer has 
some doubts as to whether there will be any great demand for the work 
for this purpose in the United States, where the elaborate illustrations 
in the barbarous system of pounds, shillings, and pence will form a con- 
siderable obstacle to the undergraduate mind. And there are deeper 
reasons which will be obvious from the following more critical com- 
ments on Wicksteed’s work. 


In writing any discussion of Wicksteed’s work (and making excuses 
for the tardiness and unconventional character of this note), it is neces- 
sary for the present reviewer to make some statements of a somewhat 
“confessional” character. To begin with, my own published ideas on 
economics have frequently been compared, not to say bracketed, with 
those of Wicksteed, especially by the editor of these volumes. I there- 
fore feel compelled to say, not only that I never read the “Common 
Sense”’ until recently in this reprinted form, but that when I once 
“thumbed through” the book about 1923 or 1924, I found it intolerably 
prolix; and furthermore, that I get much the same feeling now. It seems 
to me to use endless pages in saying what could be more intelligibly and 
forcefully said in a fraction of the space. This might not deserve put- 
ting into print were it not for the second fact, which I hope is of more 

* The Common Sense of Political Economy and Selected Papers and Reviews on 
Economic Theory. By Philip H. Wicksteed. Edited by Lionel Robbins. London: 
George Routledge & Sons, Ltd., 1933. 2 vols. Pp. xxx-+398; vi+401-871. 
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importance. It is considerably over a ‘ear since, at Professor Viner’s 
suggestion, I took the copy of the reprint for the purpose of writing a 
brief and rather perfunctory notice in this Journal. About the same 
time, the publication of Viner’s article on cost theory in the Weltwirt- 
schaftsliches Archiv \ed to some discussion of that subject in the theory 
group at Chicago. It became necessary for me to “straighten out” my 
ideas on the subject of cost before I could write my notice of the book, 
and in that connection to study through Wicksteed’s theoretical posi- 
tion. The result is a considerable reconstruction of my own system, so 
that it no longer agrees so closely with the position of Wicksteed, which 
is practically that of Wieser and the present-day Austrians; and I have 
to modify quite materially some doctrines previously expounded in 
print. The following pages present briefly this change in position and 
constitute, not, indeed, a “‘review’’ of Wicksteed’s book or work, but a 
discussion of the pivotal doctrine in his position. 

This master-theme is that economic theory is merely a clear working- 
out of the ““ccommon-sense”’ of the administration of resources, and par- 
ticularly that the same principle governs the organization of production 
and consumption. Producers, like consumers, spend money in the way 
to make it buy the largest result. Productive services, like individual 
incomes, are said to be allocated on the principle of equalizing marginal 
increments of the result—value-product in one case, utility in the 
other. In an economic system so conceived, prices are equal to money 
cost, and can be said to be determined by cost, money-cost outlays rep- 
resenting payments to productive services, which payments in connec- 
tion with any one product reflect the competing offers of producers of 
other products for productive capacity. Thus, equality between price 
and cost is but another view of the fact that resources are so allocated 
as to be equally productive in all uses, and the real cost of any product 
is a displaced quantity of competing product, which at equilibrium 
must be of equal value. Resources specialized to any particular use get 
a “rent” or a “price-determined”’ remuneration and do not affect the 
price at all. 

A short article of mine, published in 1928, which expounded this 
general view, received some favorable comment.? But it contains one 
rather crucial and, to me now, painfully obvious error, which I think 
applies also to the general position of Wicksteed and the Austrian 
school on the subject of cost. That is to say, the general principle of 

2 “A Suggestion for the Simplification of the General Theory of Price,” Journal 
of Political Economy, June, 1928, pp. 353-70. 
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alternative-product cost so carefully and elaborately expounded by 
Wicksteed is subject to a sweeping limitation. It has to do with the 
question of “irksomeness” or subjective cost, which was the central cost 
concept of the older classical economists but is virtually eliminated 
from consideration in the general equilibrium theory of Wicksteed and 
the Austrians. The relative “irksomeness” of different occupations 
(the same notion really applies to all factors as well as to labor) is sup- 
posed to have no effect. And it does not if money earnings are in fact 
equalized; but the error is that they need not be equalized even at equi- 
librium and under freedom of movement. 

In my own paper above referred to, the example of the deer and 
beaver used by Adam Smith was made the basis of the argument; but 
my own statement, as a matter of fact, contains a clause which starkly 
calls attention to the fallacy, although I did not see it for years. (These 
personal details seem to me worth giving because they are so typical of 
what has happened all through the history of economic thought and 
should be helpful in emphasizing caution and preventing errors.) A 
passage of the paper (Joc. cit., p. 356) reads: “Suppose for example it 
be found that deer hunters ‘voluntarily’ work twice as many hours per 
week as beaver hunters for the same reward in deer or beaver at their 
market ratio, or 50 per cent more hours for two-thirds the reward.” It 
should, as it now seems, hit any critical reader in the eye that under the 
first assumption the alternate-product principle is valid, but that under 
the second it is not. That is, it is palpable that if, say, the workers in 
two occupations of different degrees of “irksomeness” are indifferent 
between the two at the same total wage, if they compensate for the dif- 
ference in irksomeness by working a different number of hours per day, 
or in any other of several possible ways except the money earnings, the 
alternate-product principle of cost is valid; the cost of a unit of deer is 
the quantity of beaver of equal value, and vice versa. But if the dif- 
ference or any part of it is reflected in total earnings, then it is palpable 
that resources are not at equilibrium distributed between the two uses 
in such a way as to equalize the pecuniary return, and the addition to 
the output of one product resulting from subtracting a dollar’s worth 
from the other will not be exactly a dollar’s worth but somewhat more 
or less.’ 


3 The alternative cost principle which goes with the notion of general equilibrium 
in terms of pecuniary return can be formulated in terms either of value of sacrificed 
alternative or of physical quantities. It tells us more about the situation, is a more 
complete analysis, to keep values and quantities separate. This means expressing 
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It now seems to me that the reference to the possibility of the re- 
ward being two-thirds in one use what it was in the other was a “slip” 
in writing, that what I really thought was that such a result was incon- 
sistent with rational choice between occupations on the part of the la- 
borer. The reality back of the irksomeness notion is a competing possi- 
bility of using productive capacity in other ways than to produce in- 
come—say for “recreation,” or, in the case of labor, “leisure” (see be- 
low). Certainly after the issue was clearly defined in my own mind (in 
which process discussion with Professor T. O. Yntema was perhaps es- 
pecially stimulating), I for some time felt it sound to argue that the 
same rationally choosing subject would not combine pecuniary and 
non-pecuniary utilities in different proportions in different occupations. 
This would be sound if all pecuniary utility were really of the same 
kind and all non-pecuniary utility likewise, or, in general, if all the al- 
ternatives were composed of common elements which could be com- 
bined at will in any proportions. But it is now clear that such is not the 
case; the composite non-pecuniary alternative given up in working is an 
extremely complicated and subtle concept and would never be identical 
in two occupations. That is, it would never be the same function of 
time, and time enters into such comparisons in a peculiar way, being the 
one independent variable which is a rea] physical dimension of both and 
all alternatives compared. And while the pecuniary alternatives will 
probably be less divergent, they will rarely be the same either. A man 
will typically spend his money for a different list of products, or at least 
for the same list in significantly different proportions, as a consequence 
of changing his occupation. And any considerable change in the com- 
position of a utility complex affects the utility of every element and 
makes it a new complex. Worse still, expenditures for enjoyment can 
never be accurately separated from those which are properly “‘costs”’ 
or “deductions’’—such as transportation, special clothing, and location 
and mode of life which go with the job. Hence, it cannot at all be as- 


the condition of equilibrium as an equality between a physical ratio and a value 
ratio, rather than as an equality between two mixed magnitudes each a value of a 
physical quantity. In the simplest common-sense form, equilibrium means that the 
physical quantities of any two products which have identical costs in transferable 
resources will have identical incremental utilities to all consumers (who consume 
both—see below). The ratio form of statement is accurate only for mathematical 
derivatives in a rather complicated form. There is no definite ratio between either 
utilities or costs of finite magnitudes of product, as there is none between any two 
subjective magnitudes except at the point of equality or ratio of 1:1. 
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sumed that one will strike a balance at the same pecuniary income, if 
perfectly free to proportion working and “not working” at will. (In 
general, a worker has this freedom only in a limited degree, but it is in 
order to assume the greatest flexibility at all justifiable in relation to 
the facts.) 

Following up this reasoning, we find that the conception which is 
the very cornerstone of Wicksteed’s work, namely, the conformity of 
the economic choices in consumption and production to a common 
principle, is subject to a sweeping limitation which seems to have-gen- 
erally escaped economists, as it did the present writer; or, if it was 
sensed by the pain cost and real cost theorists, it has not been correctly 
and clearly stated. In consequence of the principle of division of labor 
in particular, and more generally the fact of diversity of ownership of 
resources, there is a fundamental non-parallelism between the theory 
of the allocation of income among competing uses by consumers and 
the allocation of resources among competing lines of production in so- 
ciety as a whole. An essential principle in the former case is that every 
consumer, in apportioning his income rationally, will establish the 
same “relative marginal utility” between any two products, with the 
result that this relative marginal utility of different products is, in a 
sense, ‘“‘objective”’ for all exchangers, even though it is in essence a sub- 
jective magnitude.‘ The same formal principle holds for the entre- 
preneur’s apportionment of his expenditures among different produc- 
tive resources, and hence the relative marginal productivity of every 
resource is equalized over the whole system in the same way as relative 
marginal utilities—in the aspect of resources as things bought by the per- 
sons who do buy them, and in so far as different entrepreneurs can be 
said to buy and use the “same”’ resources. 

But if differences in the psychological attitudes of different resource- 
owners (especially, but not exclusively, laborers) is taken into account, 
then to the degree that such attitudes in fact differ, the resources fur- 
nished by different owners to different occupations are not the same, and 
no statement can be made about the equalization of return to different 

‘Failure to grasp this principle profoundly disturbed Wieser and the later 
Austrians and gave rise to the spurious “rich-man-poor-man” difficulty in the utility 
explanation of value. It was all clear to Jevons, who repeatedly and explicitly 
emphasized that there is no comparison of utilities between individuals except as to 
equality of ratios; it was possibly understood by Menger also, though he is not so 
explicit. 
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owners, since there is no common base of reference.’ This, as already 
suggested, is a plain consequence of the general principle of specializa- 
tion elliptically referred to as the “division of labor.” Because of this 
principle, the individual as “producer,” i.e., owner of labor or other re- 
sources, does not allocate productive resources among different uses, 
as the individual consumer allocates income. And in the absence of 
specialization—in a society consisting of self-sufficient individuals— 
there would of course be no problem of money costs. 

What lies back of the notion of irksomeness, as already suggested, is 
in any rational view of conduct the competition of “other uses,” apart 
from money-making, for the productive capacity owned by an indi- 
vidual, whether in the form of labor power or any other form. In the 
case of labor, we are likely to think of this competition as leisure or rec- 
reative use of time. But even a superficial analysis must recognize both 
(1) that non-monetary alternatives are open to other resources as well 
as to labor, though with differences in detail, and (2) that much more is 
involved than different uses of time. On the first point, the clearest il- 
lustration is perhaps “land,” particularly agricultural land. The typi- 
cal farm-owner will use a part of his land for producing things for sale 
and a part for such direct uses as buildings, lawn, etc.; and on a larger 
scale, land for agricultural and other commercial uses has to compete 
with such employments as parks, game preserves, golf links, etc. 

But the difficulty does not end with a simple dichotomy between 
uses, or, in the case of labor, with the fact that the human individual is 
relatively indivisible between pecuniary occupations, while every indi- 
vidual distributes or allocates his potential labor capacity in some way 
between pecuniary and non-pecuniary production. The case of agri- 
culture again suggests that the owning farmer also uses some of his 
land for such purposes as growing garden vegetables, a part of which 
may be sold on the market and a part used at home, and the part used 
at home more or less displaces and is more or less equivalent to things 

5 The principle of “equal wages for equal work”’ so glibly argued, even by econo- 
mists like Pigou, and also fought for, can be given no definite meaning, unless (a) 
both the “work” and the “wages” are measured finally and absolutely by the estima- 
tion of each individual worker, and (6) the performance is measured by that of the 
purchaser; and in that case there can never be any possibility of inequality. It is 
peculiarly interesting that the argument always centers around the inequality of 
money wages. In the abstract there is no more presumption that the same dollars 
represent the same utilities in consumption to two workers than there is that the 
fact of equal payment proves equality of “sacrifice.” 
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which are bought and to things which are sold in the market. Again, 
these things which more or less displace and equate commodities in the 
market shade off into other human interests which do not properly 
come under the economic principle of rational quantitative comparison 
between uses of resources and maximizing of total return at all. We 
have to recognize a “trichotomy” of interests and motives lying along 
a scale from values definitely, sharply, and completely measured in 
pecuniary terms by (in theory) perfectly competitive market dealings 
(or opportunities) at one extreme, to motives which must be designated 
for the purposes of economics by such negative terms as “imponder- 
able” at the other. 

It is impossible to draw a clear-cut boundary around the sphere or 
domain of human action to be included in economic science. The most 
nearly objective boundary would shut out all interests or activities the 
results of which do not actually go through the market. But practically 
it is absurd to make an absolute distinction between commodities or 
services actually bought and sold and those which are or come infinitely 
near to being absolutely the same thing, and which would come into 
the market or go out, more or less, with the least shift in price in either 
direction. This last category obviously includes a very considerable 
bulk both of productive services of the various kinds and of their prod- 
ucts in the form of commodities and direct services. In so far as be- 
havior is to be interpreted in terms of economic categories and princi- 
ples, we have to assume that the individual divides the use of any kind 
of productive capacity between money-making and other employ- 
ments on the basis of the same kind of comparison and marginal equali- 
zation which underlies the choice between different uses of income. 
But the apportionment between different money-making uses (an as- 
pect of which is the theory of alternative costs) conforms to this princi- 
ple only to a limited degree. 

This negative statement holds especially for labor, in consequence of 
the indivisibility of the human individual and the principle of division 
of labor, i.e., of the general facts which lead to the division of labor and 
to social economic organization in general. With regard to other forms 
of property,® there are no such sharp physical and technical limits to 
the division of the productive capacity owned by a given individual 
among a multiplicity of employments; but there still are limits to such 
apportionment, and, in fact, some new considerations working against 

* In a property system labor power is the “property” of the laborer; and, in fact, 
most of it is the product of investment. 
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it come into play, but they need not be considered here. On the other 
side, there is no reason for the apportionment, comparable to that 
which leads to the apportionment of income among commodities—no 
diminishing relative psychic utility of one line of use in comparison 
with others, as the one in question is extended.? The main reason mak- 
ing for apportionment of his property by the individual owner is the 
reduction of his personal risk, a consideration which does not apply 
under perfectly economic conditions at all. Any “risk” which can be 
recognized as compatible with rational economic choice will be elimi- 
nated by “insurance,” in some form, i.e., by organized relations with 
other individuals.*® 

On the point numbered (2) above, it is obvious that there are other 
ways of dividing the use of one’s labor capacity between money-earning 
and other uses, and of changing the proportions in such division, in ad- 
dition to shifting segments or increments of the time stream bodily 
from one field to the other. Here the problem relates especially to 
labor, which can obviously vary its productivity in a given occupation 
by working at varying degrees of intensity for a given fraction of the 
time as well as by changing the fractional distribution of the total 
time-stream of 24 hours per day and 365 days per year between the 
occupation and “leisure” employments. It is also obvious that these 
other modes of variation are, marginally at least, equivalent to changes 
in the distribution of time. For by working at a slower pace, or with 
less close attention, or in more satisfactory stretches, and the like, one 
can save “energy,’’ literal and figurative (or physical and “spiritual”’), 
from one’s work for other purposes (which again will be more or less 

7 This argument naturally leads to the observation that the “objectivity” of 
the utility theory itself, even in the sense in which it has objectivity, i.e., that the 
quantities of two commodities having the same incremental utility are the same for 
all individuals, is also subject to limitation. As regards any two commodities, it is 
true only for those individuals who do consume both, or at least are actually on a 
margin of indifference with respect to doing so. 

§ “Risk-taking” is in reality a motive on its own account, but is one which can- 
not possibly be brought under economic principles unless, again, the risk is meas- 
urable and hence insurable, and very doubtfully even then; at least I do not see 
how the principles of rational choice through quantitative comparison of increments 
can be applied to the desire to gamble, even in such a mechanical case as the roulette 
wheel, where the essence of the interest is ignorance as to whether the result will be a 
gain or a loss. The converse notion of gambling as a disutility, paid for on the basis 
of marginal productivity, though argued for by Pigou, is even more unintelligible 
to me—not to mention that if a business man knows how much “risk” he is taking 
he is not taking any at all, or is merely playing roulette. 
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comparable quantitatively with the things actually measured by the 
money denominator). Many different ways in which energy may be 
saved could be distinguished, but such analysis would be difficult and 
vague at best—beyond the factor of physical speeding at least—and 
would rapidly run off into dubious subtleties. With regard to “prop- 
erty” (apart from labor capacity), there are also possibilities of varying 
the intensity of performance apart from redistribution of time, but the 
question is still more subtle and vague. 

A rational theory of the apportionment of productive capacity be- 
tween pecuniary and non-pecuniary employments must rest on the as- 
sumption that the human individual considered as a productive in- 
strument, and every other productive agency, actually has a given fixed 
productive capacity, the use of which is fractionally apportioned. This 
given capacity could only be quantitatively defined as the maximum 
pecuniary income which the individual or instrument could produce in 
the most remunerative employment open. (Capacity not available for 
making money income is completely outside the ken of the economist.) 
The difference between this income and lesser actual earnings would 
have to be treated as representing the use of the corresponding fraction 
of the total capacity to create some “other,” “non-pecuniary” utility. 
It is evident, however, that virtually any change in the general eco- 
nomic conditions, physical or psychical, in the economic system in 
question, would change the definitions of all these magnitudes. We 
must face the fact that the notion of given magnitudes in economic life 
is itself an assumption subject to severe limitations. 

Finally, it should again be emphasized that even under given condi- 
tions in the strictest sense, the concept of economy and the economic is 
subject to severe limitations as a principle of behavior interpretation. 
Most of the individual’s activity outside of the sphere actually organ- 
ized through market dealings is not properly or fully amenable to such 
interpretation. A rationalizer from the outside may indeed argue that 
the choices involved in play, sociability, friendship, and the love-life, 
and in aesthetic, cultural, and religious activity, do come under the 
principle of comparing increments of desirable-result obtainable from 
the use in different ways of increments of “productive capacity.” 
Wicksteed himself seems to take this position (Book II, chap. i), and 
Canon Rashdall has even more explicitly defended it in his book on 
The Theory of Good and Evil (especially Vol. II, chap. ii).® But it is 

* Interestingly enough, the outstanding critic of the position in English as far 


as the writer knows is John A. Hobson; see his Work and Wealth, especially the last 
chapter. For a brief criticism of Rashdall, cf. R. Kingsdown Pemberton, “The 
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surely evident to common sense that if the behaving subject himself 
attempts to view his behavior in economic or mathematically maximiz- 
ing terms, he changes its character and in most cases “spoils” the in- 
terest in and enjoyment of the activity. One of the most inspired prod- 
ucts of the phrase-maker’s art is perhaps the observation of Professor 
John M. Clark that an irrational passion for dispassionate rationality 
may take the joy out of life. 


It may be interesting to glance at the history of the discussion of 
cost from the standpoint of the issues which have been raised above. 
The classical school of economics of course started from the ‘“‘axiom’”’ 
that cost is labor cost. This principle is expounded in The Wealth of 
Nations (Book I, chap. v). But in Smith the view is limited to his 
“philosophical” treatment of the value problem; when he comes, in 
chapter vi, to discuss price concretely, he starts out from the familiar 
deer and beaver illustration, in which the underlying meaning is ob- 
viously that of relative cost of two commodities in terms of perfectly 
mobile and indifferent labor. In reality, this makes the cost of a unit 
of either product a definite quantity of the other (constant cost), it 
being assumed also that the productive capacity is valued only for its 
exchangeable product. As long as the commodities compared are pro- 
duced under such conditions—a single homogeneous resource of any 
sort, whose “‘owner”’ is indifferent between the occupations on the basis 
of equal time—it is possible to measure the cost in terms of resource 
time, if one prefers. (It possibly deserves explicit remark that the feel- 
ings attached to employment or unemployment have nothing to do 
with the case; the argument holds in every detail in the same way if we 
substitute acres for laborers.) When the costs are heterogeneous, this 
can no longer be done, and the only measure is displaced alternative 
product, or in a developed economic situation, the complex of compet- 
ing products reduced to a common denominator in terms of money. In 
Smith’s later argument, especially in chapter vii (“Of Natural and 
Market Price”), he makes it even clearer that the mechanism under- 


Commensurability of Values,” International Journal of Ethics, October, 1922, pp. 
23-33. The issue raised is undoubtedly the real crux of the problem of marginal 
utility about which so much that is not very profoundly relevant has been written 
on both sides. Cf. also R. B. Perry, The General Theory of Value, and his article, 
“Economic Value and Moral Value,” Quarterly Journal of Economics, XXX (1915- 
16), 443-85, and critical discussion of his work, and indeed the entire literature on 
the relations between economics and the various types of value recognized by the 
philosophers. The work of German social-organism economists like Spann is also 
in question. 
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lying the cost reasoning is simply that of equalizing the yield of re- 
sources by correct apportionment among competing uses, in which la- 
bor, land, and “stock” are put on the same basis. Many details are, 
of course, not worked out, and others are confused; but the essential 
position is that of modern “Austrian’’ economics.'® 

Both Ricardo (Principles, chap. iv), and Senior (octavo ed., p. 101) 
even more explicitly worked out the cost theory in terms of the flow of 
resources from one use to another and equalization of yield. Abstract- 
ing from incompleteness and error in detail, this is again the general 
equilibrium theory, in which the real cost is displaced alternative prod- 
uct. Ricardo argued in chapter i for labor cost as an approximation, 
and in his work elsewhere assumed identity between labor cost and 
value as a kind of metaphysical dogma without any argument what- 
ever. Senior, however, made his best-known contribution to economic 
doctrine in the form of a supplement to pain-cost theory in the form of 
the abstinence doctrine, and this position was even more definitely 
adopted by Cairnes. 

If resources are considered mobile from one use to another, and in- 
different between uses in the sense indicated at the outset above, name- 
ly that at equilibrium, under freedom of choice, they earn the same 
total income—compensating in any way other than money for differ- 
ences in “time-irksomeness,”’ the different relative appeal of income and 
alternative fruits of each time unit—then any doctrine of pain cost or 
resource cost involves a simple failure to see the obvious relativity of 
the price and cost idea. (Not to mention the impossibility of measure- 
ment; under specialization only final products are directly compared 
and reduced to equivalence.) If the real alternative to employment in 
producing (the final unit of) the commodity actually produced (the 
alternative which would be chosen) is at equilibrium the production of 
an equal value of some other commodity, then it is this quantity of 
the other commodity which is the cost; and neither “pain” nor re- 
source use as such, nor any concomitant of the latter, has anything to 
do with the case. The only connection in which pain or consumption of 
resources becomes significant in relation to the price of products is, as 

*° It is impossible to make any sense out of a doctrine of labor cost in harmony 
with this position, whether labor cost is taken in a philosophical or other meaning; 
the philosophical doctrine is as “wrong” as a labor-cost theory of price empirically 
considered. It is not labor cost, but scarcity relative to need or desire, and the 
necessity of choosing, which is the ultimate basis or essence of value when the latter 
is taken as a magnitude in any sense. This principle was as well and clearly stated 
by Senior as it has ever been since. 
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already indicated, that at equilibrium a small transfer of resources 
from one use to another will for some reason actually involve a change 
in the total amount of pain undergone or resource capacity used in the 
making of money income; this change is indicated and measured, of 
course, by a change in the total amount of money income earned, and 
ties up with a shift inward or outward in the boundaries (contraction or 
expansion) of the economic system as a whole. 

However, there is a positive side to the matter, along with failure 
to understand. Alongside this equilibrium view implying an alterna- 
tive cost or displaced product-cost doctrine, there seems to be more or 
less implicit admixture of a different conception of cost altogether, one 
in which cost as pain has somewhat more meaning. This view, sepa- 
rated out and stated explicitly, considers all production as due to labor, 
i.e., subjective sacrifice by individuals, but assumes that every laborer 
is completely immobile or specialized to the particular product on which 
he actually works. The “supply curve” of any product, then (to use 
modern jargon), is entirely a matter of variation in the amount of work 
done, whether arising out of variation in the distribution of time or in 
any or all of the factors making up “intensity.” This, as already noted, 
makes the pain-cost doctrine somewhat more meaningful, although, if 
the conduct is rationalized at all, “pain’’ and “pleasure”’ in any literal 
sense have nothing to do with it, as choice is again simply a matter of 
apportioning between alternatives in the use of capacity, in this case 
the alternatives of working at the particular occupation and the com- 
posite of “not-working”; the individual choosing might be either max- 
imizing pleasure or minimizing pain, according to the accidental zero 
point of this personal scale at a given moment—if the notion has any 
meaning at all. 

Such a cost theory is so far from the facts of life that it is naturally 
difficult to attribute it conclusively to any writer. It seems, however, 
to be the theory generally in the mind, or implied in the words, of Jev- 
ons, particularly; and John Stuart Mill is open to the same accusation. 
Both of them emphasize labor cost, and neither expressly or clearly 
recognizes, as do Smith, Ricardo, and Senior, the shifting of resources as 
the essential process underlying price fixation. This applies to Mill’s 
direct discussion of cost; in the treatment of international trade, he is 
explicit that the essential peculiarity in the situation is the immobility 
of capital and labor. (All the classical economists, including Marshall, 
assume, or argue as if, “land’’ has no mobility affecting the supply and 
price of products.) 
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It is clear that an inclusive theory of cost in relation to price must 
take some account of both these viewpoints. For it is a fact and is sig- 
nificant that each individual resource-owner is on the one hand limited 
—and, in the case of labor, quite narrowly—in the proportional alloca- 
tion of his resources among the various uses theoretically open, while 
at the same time each owner must make, and has some choice in mak- 
ing, an apportionment of his productive capacity between pecuniary 
and non-pecuniary uses. But in a general summing-up, the theory of 
cost and price will have to run primarily in the alternative cost terms 
of Wicksteed’s ““Common Sense.” Most of what can be done to make 
it more realistic and true to fact will take the form of recognizing limita- 
tions and specifying in a general way the kinds of divergence from real- 
ity which are to be expected and their causes; relatively little seems 
possible in the way of formulating supplementary theories with any de- 
gree of generality. It is, of course, true that in so far as an individual is 
free and chooses rationally, he will equalize the utilities derived from 
the final increment of any resource in all fields, pecuniary and non-pe- 
cuniary, and both in indefinite multiplicity. But this freedom of ap- 
portionment is so limited as to make the theory highly unreal; and, as 
already emphasized, the fact and the desirability of rational quantita- 
tive comparison in choice are also limited. It seems impossible to for- 
mulate meaningfully the conditions under which equality of money 
earnings will be a condition of indifference between the money-earning 
alternatives, and the bearing of all the relevant complexities upon the 
determination of the relative prices of commodities simply does not 
admit of any workable general formulation. The only general-cost the- 
ory which can be maintained will, after all, be that of alternative cost, 
best formulated as displaced product cost, but this must be stated sub- 
ject to the qualification that it is true only “in so far” as at equilibrium 
the indicated conditions obtain. 

The “other” theory already referred to, of supply curves based on 
variability in the amount of productive service rendered by given pro- 
ductive agencies, specialized to particular uses, cannot be given much 
weight. In the first place, the dominant fact affecting the supply of a 
commodity is, in general, unquestionably the competition of other pe- 
cuniary employment for the services and not variability in the amount 
of specialized services offered. In the second place, the direction of the 
variability which may exist is a serious question. One of the difficulties 
of the labor-cost theory, which gradually forced its way to recognition 
(by J. S. Mill, and especially by Cairnes) was the obtrusive fact that, in 
general, the higher remunerations are paid for smaller and not greater 
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sacrifices. The reasons for this are complicated and need not be taken 
up here; they include many things in addition to the variation in the 
supply of services from given agencies as prices vary, other things being 
equal. The nature of this variation itself is an unanswered question, 
and one which probably admits of no general answer." 

It is, of course, necessary to avoid confusion as to the meaning of 
changes in the supply of productive services, i.e., as to what changes 
affect price-determining costs, and how they work. (Money costs will 
always equal prices if full and accurate accounts are kept, but such 
payments may be either price-determining or price-determined.) In 
the first place, it should go without saying that the general conditions of 
a stationary economy are assumed, meaning especially a given supply 
of productive instruments or agencies of every type. In view of the 
foregoing argument, fixity in the productive capacity of existing agen- 
cies must also be specified as coming within this category. A change in 
either respect is a “historical” or “‘progressive’”’ change (a change of 
the sort generally miscalled ““dynamic’’). The supply changes in ques- 
tion are, then, changes in the supply of salable-product-making serv- 
ices from specialized factors, at the expense or to the benefit of use of 
their capacity for other purposes. Of course, specialization is a matter 
of degree, and it would be more accurate to say, changes in the supply 
of services “‘in so far as they are specialized.” In so far as any service 
is perfectly mobile among all pecuniary uses, changes in its supply will 
affect the (relative) prices of products only through the different elas- 
ticities of demand of different products. But “perfect” mobility would 
have to include perfect flexibility in combining proportions, which 
would contradict the most fundamental principles of production. 

Only with such qualification and reservation can the central doc- 
trine of The Common Sense of Political Economy be maintained, plausi- 
ble as it is and widely as it has been and is held. But the historically 
opposed doctrines of pain-cost and real-cost are not thereby vindicated 


and are indefinitely farther still from the truth.” 


UNIVERSITY OF CHICAGO FRANK H. KNIGHT 


" Obviously, “leisure” and “products” are complementary goods. If it can be 
assumed that they are complementary in the special sense that the utility function 
for the two together is of the nature of a product [U = L«P%], then simple mathe- 
matical manipulation will show that the proportional division of productive ca- 
pacity between commodity production and leisure, or the amount of leisure ex- 
changed for income, is independent of price, depending only on the ratio between 
the exponents in the formula. For other mathematical forms of complementarity, 
the problem has not, as far as I know, been studied. 

" A fuller exposition of the theory of cost as now understood by the writer has 
been provisionally accepted for publication as two articles in the Zeitschrift fir 
Nationalékonomie, Vienna. 
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The Art of Central Banking. By R. G. HAwtrey. London: Longmans, 
Green & Co., Ltd., 1932. Pp. xii+464. $5.00 (18s.). 

Great Britain and the Gold Standard: A Study of the Present World De- 
pression. By H. F. Fraser. London: Macmillan and Co., Ltd., 
1933. Pp. xi+206. $3.40 (8s. 6d.). 

Mr. Hawtrey’s book is a collection of eight essays. One of these, 
which gives its title to the book, comprises nearly one-half of the vol- 
ume; the other seven are on “French Monetary Policy,” “Speculation 
and Collapse in Wall Street,” “Consumers’ Income and Outlay,” 
“Money and Index-Numbers,” “Mr. Keynes’s Treatise on Money,” 
“International Short-Term Investment,” and “Remedies for Unem- 
ployment.” The last three essays were originally prepared for the Mac- 
millan Committee. 

A large part of the material deals with the relation of central bank- 
ing policy to prices and the trade cycle. A review of English central 
banking policy from the bullion controversy to the Cunliffe Report 
traces the development and acceptance of the doctrine that the Bank 
of England should regulate its discount policy with reference to the for- 
eign exchanges, and of the Bagehot principle that it should be the 
lender of last resort to which the competitive banks can always turn in 
time of emergency. Pre-war policy, however, gave very little thought 
to the part that a central bank could play in affecting the purchasing 
power of gold: ‘“The economists and pamphleteers of the early nine- 
teenth century were familiar enough with the evils of an appreciating 
currency”’ (p. 189), but they were concerned only with the appreciating 
paper currency, and assumed that any change in the purchasing power 
of gold or silver would be gradual and not of serious consequence. Al- 
though he considers respectfully the Fisher plan for price stabilization 
by changes in the gold content of a country’s currency unit, Mr. Haw- 
trey prefers an arrangement by which “the central banks of the world, 
acting in concert, aim at stabilising the wealth value of their currency 
units and therefore of gold The gold standard would be main- 
tained, but gold would be tied to the currency units, instead of the cur- 
rency units to gold” (pp. 193-94). 

674 
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Many economists will agree with the view that co-operation between 
central banks is desirable and has much greater potentialities than have 
yet been realized, yet will refuse to follow Mr. Hawtrey in his views on 
the omnipotence of central banking policy to stabilize the price level or 
prevent the trade cycle. The course of commodity prices between 1922 
and 1929 is attributed to conscious action on the part of the Federal 
Reserve Banks, under the leadership of Benjamin Strong. To Mr. Haw- 
trey’s ears the authorities of the Federal Reserve System spoke with 
the tongues of angels in that decade. The reader is given to believe 
that had Benjamin Strong lived stocks would have stayed where they 
were in early 1929, and all would have been well with the world’s eco- 
nomic affairs: 

.. . . No speculative movement has ever been supported by so much in- 
tensive expert study of the securities dealt in. The weak point of the expert 
advice which the speculators received was that it took for granted the con- 
tinuance of the economic fair weather in which the sensational increase in 
profits had occurred. A vital condition of this prosperity had been the mone- 
tary stability of the period 1922-28, and Governor Benjamin Strong of the 
New York Federal Reserve Bank, to whom more than to any one the policy 
of monetary stability had been due, died in the autumn of 1928 [p. 64]. 


The collapse in Wall Street in 1929, and the development of the de- 
pression in 1930 and 1931, is interpreted almost entirely in terms of 


Federal Reserve policy, aided and abetted by deflationary action on 
the part of French and English central banking authorities: “If we 
want to place the responsibility for the appreciation of gold, we shall 
find that it attaches to central banks and monetary authorities col- 
lectively. The value of gold is simply the resultant of their action’’ (p. 
244). 

Mr. Hawtrey has given an excellent review of the development of 
English central banking policy; he has cogently presented the case for 
greater international co-operation in central banking policy. But his 
almost unbounded faith in the efficacy of the discount rate and open 
market operations leads him to a one-sided explanation of the course 
of commodity prices and the economic fortunes of the gold-standard 
world since 1921. 

In contrast to Mr. Hawtrey, Professor Fraser considers the depres- 
sion and the breakdown of the gold standard, both in Great Britain and 
elsewhere, as due primarily to economic forces of non-monetary origin. 
The first chapter on “The Pre-War Theory and Practice of the Gold 
Standard” is an admirably clear and concise discussion of the subject. 
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Two chapters deal with the history of the gold standard during and 
after the War, two with the causes of the depression and the collapse 
of the gold standard, and the concluding chapter is on “British Mone- 
tary Policy and the Return to Gold.” 

Professor Fraser explains the depression as the result of rigidity of 
the world’s economic structure, arising from fixed wage rates, trusts 
and cartels, government combinations to maintain prices of raw mate- 
rials, and tariffs and quotas. These controls, whether of governmental 
or private origin, have prevented the economic equilibrium which is 
necessary for prosperity and full employment, no matter what the price 
level may be. He believes the price situation in the United States in 
the 1920’s to have been an unwholesome one, despite the stability of 
the price index, because it involved an internal maladjustment of prices 
both as between agriculture and industry and between different lines of 
industry. The idea of maladjustment of prices, even with stability of 
the price index, is familiar to an inner circle of economists from the 
writings of Hayek and the younger economists of the London School, 
but Professor Fraser here expounds it with a clarity of expression and a 
wealth of illustration that makes the book a notable addition to the 
literature of the depression. But just as Mr. Hawtrey is bemused by an 
exclusively monetary explanation of depression, so Professor Fraser 
‘eans toward the other extreme and does not give monetary influences 
their due. He is Draconian in his devotion to the gold standard, come 
whai may, almost ignores the effect of falling prices on debts, and has a 
strong sentimental attachment to the old gold content of the pound. 

Several minor errors have crept into the discussion of American bank- 
ing and monetary history. The gold content of the dollar is referred 
to as established by the Act of 1834, although the content fixed in that 
year was slightly increased by the Act of 1837; the discussion on page 
34 assumes that the suspension of specie payments during the Civil 
War was due to the issue of greenbacks, whereas specie payments were 
suspended nearly two months before the Congressional authorization 
of the first greenback issue; and the existing legal reserve requirements 
of national banks are erroneously assigned to the Federal Reserve Act 
of 1913 (p. 73) instead of to the legislation of 1917. The contention that 
the gold embargo in the United States during the World War was of 
little significance, as “‘it is difficult to see where, under the circum- 
stances prevailing at the time, it [gold] could have gone” (p. 38), can 
hardly be supported in view of the great discount on the American dol- 
lar in several European and South American countries. The statement 
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that the doctrine of purchasing power parity was “first enunciated by 
Ricardo” (p. 13) is erroneous, as this doctrine was well stated by the 
Committee on Irish Currency in 1804, and by John Wheatley in his 
books of 1803 and 1807. The book has no index. 


FRANK WHITSON FETTER 
Haverford College 


Crédit et conjonciure. By MENTOR BounrATIAN. Paris: Marcel Giard, 

1933. Pp. viit+143. Fr. 20. 

Professor Bouniatian adheres to an extreme wing of the old “bank- 
ing school.” He believes that even through note issues banks cannot 
create purchasing power by lending or investing, and that the “cur- 
rency school” doctrine is still more indefensible with reference to de- 
posits. He attempts in this little volume to rebut the basic doctrines 
of the modern currency school as expounded by ‘“‘a great number of 
economists of whom the most important are: Withers, Hawtrey, 
Pigou, and Keynes in England; Schumpeter and Hahn in Germany.” 
Of French writers only Mireaux is discussed, among Americans only 
Fisher, and among the Scandinavians only Cassel. There is no refer- 
ence to the work of Robertson, or to that of any of the Austrian group. 

Professor Bouniatian rightly points out that there is no necessary 
connection between the use of checks and the pyramiding of deposits 
on limited reserves; they can be pyramided just as well through cash 
deposits if the banks lend out the cash and it is redeposited by those 
to whom the banks pay it over. 

It is agreed by many partisans of the “new theory”’ that banks can- 
not expand credit if the attitude of the community is such that funds 
flow back in repayment of existing bank loans as fast as they extend 
new ones. Professor Bouniatian contends that whenever this is not the 
case—that is, when a net expansion of deposits follows on the extension 
of new loans—it is a sign that real social capital is being created and 
invested through the intermediation of the banks. New loans are being 
floated all the time; whether the repayments of old loans exceed or 
fall below these new loans is decided by the community and not by the 
banks. Hence it is wholly misleading to say that the banks create new 
money. If banks could expand their circulation and obtain the neces- 
sary reserves from the central banks in the way called for by current 
theory, they would have done so long ago, for they always have large 
quantities of rediscountable paper, and the income from even a two- or 





678 BOOK REVIEWS 


threefold expansion of credit would outweigh the cost of rediscounting. 
The expansion which occurs in boom times merely evidences a passive 
response of the banks to the expansion of the public demand for notes 
and deposits—notes chiefly as currency and deposits chiefly as invest- 
ments. 

Professor Bouniatian even questions the power of central banks to 
influence the rate of expansion of deposits by credit policy. The volume 
of money depends on the needs of commerce. If currency is issued be- 
yond the needs of commerce, it will flow back immediately to the is- 
suing bank without any effect on prices. The backflow of funds into 
the Federal Reserve banks after the autumn seasonal expansion is 
cited as a proof that the monetary circulation is controlled by the state 
of trade, and not the state of trade by the expansive activities of the 
banks. 

Federal Reserve experience with credit control is used as inductive 
evidence against the currency school. Eight cases are cited, occurring 
in the years from 1922 to 1930, in which the Federal Reserve banks 
undertook to influence the credit situation by open-market policy. Of 
four cases of open-market purchasing, two were followed by increases 
in the monetary circulation and two by decreases below the normal 
seasonal level. Of four cases of open-market selling operations, one was 
followed by a decrease of the circulating medium and three by increases. 
In all these cases Professor Bouniatian uses monetary circulation, not 
bank deposits, as his test. But the biggest market intervention of all, 
that of 1932, was a complete failure by both tests. An increase of 
$878,000,000 in the investments of the Federal Reserve banks (Febru- 
ary 27—June 17) was accompanied by a diminution of $200,000,000 in 
the deposits in the member banks and of $500,000,000 in their loans 
and investments. Comparisons of the movements of discount rates 
and of prices are also offered, to show that the price level is not respon- 
sive to central bank control and that price movements do not corre- 
spond to changes in the volume of bank credit. 

The hoarding of cash is also rejected as an explanation of price 
movements. The so-called “hoarding of funds” is merely a change in 
the form in which savings are held, notes being exchanged for deposits 
when confidence is low, and deposits expanding when confidence is 
restored. Unless the institutional arrangements are such that a change 
in the form of currency creates embarrassment for the monetary au- 
thority, changes in the relative volume of bank deposits and of currency 
are of no consequence. 

The equation of exchange has no economic significance, since it is 
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not true that P is the only passive element in it. The elasticity of the 
V’s and of M’ is so great as to destroy the alleged dependence of P on 
M. Increases and decreases in the volume of trade are in genera! offset 
by changes in the velocity of circulation of money, hence cannot be ex- 
plained by changes in the quantity of money. 

Professor Bouniatian’s own theory, which has been presented more 
fully in his previous works running back to 1907, may be summarized 
as follows: The prices of many commodities, as was noted by Gregory 
King, tend to rise more than proportionately to curtailments of supply 
and to fall more than proportionately to increases of supply. King’s 
law is a reflection of a general psychological law of the variation of the 
intensity of human needs as a function of the quantity of goods applied 
to the satisfaction of these needs. Goods which satisfy relatively unim- 
portant wants can increase in value only a little more rapidly than their 
quantity decreases, because consumers are unwilling to curtail their 
consumption of other things in order to maintain their consumption of 
these goods. Goods which satisfy very intense wants, on the other 
hand, will rise in price much faster than the supply diminishes as con- 
sumers decrease their purchases of other things and compete for the 
diminished supply of these goods. 

Because of the elasticity of the V’s and of M’, increases in the prices 
of certain commodities need not, and do not, bring about compensating 
declines in other prices as orthodox theory suggests, but rather in- 
creases the average of all prices, together with V, V’, and M’. 

Particularly important are changes in the degree of concentration 
and diffusion of the demand for certain commodities. Sudden concen- 
tration of demand on a particular commodity may raise the price out 
of all proportion to the decrease in the price of the great number of 
goods from which demand is withdrawn; thus the concentration of 
demand brings about a rise in the average of all prices. 

The most important application of this principle relates to the de- 
mand for minerals, particularly iron. A shift in the distribution of social 
income which results in an increase in the volume of saving leads to a 
concentration of demand for the materials which are required for the 
construction of capital goods and raises their prices. This increases the 
purchasing power of those who possess or produce these goods, accen- 
tuates the concentration of demand, and leads to a further increase of 
saving and a further rise in the price of commodities essential to the pro- 
duction of capital goods. The price increase radiates from the metals 
and other goods used by the construction industry only as the increased 
purchasing power resulting from the initial rise in prices is disbursed 
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among wider groups of buyers. This progressive rise in prices automati- 
cally brings about an acceleration of the velocity of circulation and an 
increase in the volume of credit currency. 

The reaction comes when the accumulation and the expansion of the 
production of production goods have led to such an expansion of the 
production of final goods that the social utility and the prices of these 
latter abruptly decline, bringing about a so-called crisis of overproduc- 
tion. A fall in the price of consumption goods pulls down the value of 
production goods and leads to a decentralization of purchasing power 
which reduces the volume of saving and the demand for new capital. 
The new diffusion of demand makes the capital goods the focal point 
of the depression, just as the concentration of demand made it the 


focal point of the boom. 
CHARLES O. Harpy 


Brookings Institution 


The Professions. By A. M. CARR-SAUNDERS and P. A. Witson. Ox- 
ford: Clarendon Press, 1933. vii+536. 25s. $6.75. 

Professor Carr-Saunders has a happy knack of discovering the for- 
gotten men of the social sciences. His study on The Population Problem 
took us back to a field that had been deserted for decades, and gave 
stimulus and direction to a timely revival of discussion on that prob- 
lem. Now he joins with Mr. Wilson to attract our attention to a sub- 
ject which never had a Malthus. There has been plenty of work on the 
development and organization of capital and of trade unions, but virtu- 
ally none on those professional occupations and groups which have 
grown so rapidly in number and strength during the last two centuries. 
About 400,000 persons are enrolled in British professions today, work- 
ing for salaries or collecting fees for services rendered. There, as in 
every land, society at almost everv turn depends increasingly for its 
functioning on the services of men whose vocation is based on a knowl- 
edge of some department of learning or science and who apply that 
knowledge to the affairs of others or to the practice of an art. If the 
economic changes of the last two centuries have reduced the need for 
some manual skills, they have called many new and higher forms of skill 
into being, and new professions have emerged or old ones expanded to 
answer that call. 

A history of professional groups, with an estimate of the power they 
wield, the service they render, and the price they charge is valuable 
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to the economist, the economic historian, the political scientist wrest- 
ling with the problems of a pluralist society, and the university ad- 
ministrator or teacher who has to plan curricula and fix standards for 
professional schools. To all such readers this solid piece of research 
will be welcome, even though it limits its survey to Great Britain. Its 
account of the history and organization of each profession makes it a 
veritable directory, a pioneer reference book. Its examination of pro- 
fessional standards, education, ethics, etiquette, discipline, quest of 
monopoly, and attitude toward public or state is a much-needed piece 
of independent and well-informed appraisal; for while on the one hand 
it explores and often explodes the “popular” criticisms hurled at the 
professions by laymen, on the other hand it shows that even the loftiest 
professions are not as perfect as they think they are, and punctures 
that complacency and sense of unquestionable excellence with which 
many lawyers, doctors, teachers, and others look into their mirrors. 
The story of the ups and downs of associations based on vocation is 
well told. Law and medicine have the longest continuous history, and 
while they began under the aegis of the church they had become largely 
secularized by 1600 and were fairly well organized. Until 1700 few new 
professions emerged; but after that date new techniques, resting on 
growing bodies of knowledge and new demands, called for trained men; 
architecture, dentistry, engineering, mining, the navigation of steam- 
ships, accounting, secretarial work, public administration, teaching, 
and the industrial sciences were the chief. To the old professions the 
patient or client intrusted his life, health, reputation, or property. On 
the new ones the individual or community relied for certain guarantees 
of public safety (e.g., mine managers and marine officers), efficient 
public service and administration (e.g., the civil service, teachers), ac- 
curate keeping of accounts, the advance or application of science, and 
any other services which called for a skilled technician. From below, 
the practitioners got together to study their common problems, ad- 
vance their craft, protect the community and themselves from the un- 
qualified, and limit competition by codes governing professional con- 
duct. From above, the state reached down to recognize, regulate, and 
aid the profession by demanding that practitioners be registered, that 
only those of proved competence be admitted to the roll, and that 
some or all of the professional functions be reserved for the registered. 
In the light of this story we begin to understand the medieval guild 
better; we must revise some things we have said about laissez faire and 
free enterprise; and to our lectures on the organization of capital and 
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labor we must add at least one on the organization and aims of the new 
skilled groups. 

By pointing out certain defects in the methods and mentality of 
most professional groups the authors have offended some people, and 
have been threatened with at least two libel suits. The training of 
barristers is found defective, the conservatism of lawyers and doctors 
and the hostility toward such proposals as easier land registration and 
state health services is not regarded as entirely disinterested. Barriers 
erected to keep out the inefficient have too few gates; the cost of enter- 
ing some professions is higher than it need be; machinery for maintain- 
ing discipline, ethics, or etiquette has not always worked with strict 
impartiality. More important still, the educational requirements often 
neglect the need for a good general education, and the specialist has 
therefore no grasp of the essential features of the social or economic 
structure of the society in which he plies his narrow skill. When he 
gets out into the world he takes it as he finds it; his conservatism is 
“not so much self-interested as ill-informed,’ and the doctor leaves 
others to fight the battle of public health, the architect is seldom an 
enthusiastic town-planner, while accountants show little desire for ef- 
fective company laws or honest financial statements. If professional 
workers would bring their trained minds to work on the larger issues 
of contemporary life they could exert a powerful influence for social 
amelioration. 

This book will probably lead to many detailed studies of parts of the 
ground it covers, and be a manual for legislators who are asked to admit 
new vocations to the list of professions or who have to usher in the 
British corporative state. But woe betide the authors if they have to 
seek legal aid in evading those professions they have offended. They 
will get little mercy from any of the Law Society’s ‘‘10,000 odd mem- 


” (p. 27 n). 
bers” (p. 27 n) HERBERT HEATON 
University of Minnesota 


The Diplomatic Protection of Americans in Mexico. By FREDERICK 
SHERWOOD Dunn. New York: Columbia University Press, 1933. 
Pp. vii+439. $5.00. 

The Protection of Nationals: A Study in the A pplication of International 
Law. By FREDERICK SHERWOOD Dunn. Baltimore: Johns Hopkins 
Press, 1932. Pp. x+228. $2.25. 

Mr. Dunn, in these two studies, is primarily interested in the actual 
operation of diplomatic protection as a social institution for the adjust- 
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ment of conflicts which arise between the citizens and governments of 
different countries. The importance of this point of view in a field 
where the compilation of precedents and the juggling of abstractions 
has been all too common can hardly be exaggerated. 

The theme running through the Mexican study is that the traditional 
notion of law as a body of fixed principles capable of being applied to 
specific situations by logical processes simply does not correspond to 
what actually takes place in the resolving of conflicts of interest, such 
as those which have engaged the governments of the United States and 
Mexico in controversy. There have often been two or more equally 
valid lines of logical deduction from established legal principles open to 
the officials engaged in applying diplomatic protection, and practical 
considerations have affected the choice of the line actually used. Thus, 
“there has been at times a striking parallel between the upward and 
downward curve of American territorial and economic ambitions to- 
ward Mexico on the one hand, and the concern with which American 
officials seemed to regard reported injuries to Americans in Mexico on 
the other” (p. 8). The controversy over oil and land laws, though car- 
ried on in terms of high abstract principles, finally eventuated in a set- 
tlement which was a compromise between conflicting economic inter- 
ests rather than a solution derived by purely logical processes from ab- 
stract concepts. It follows from this view of the legal process that im- 
provement in the functioning of diplomatic protection is to be sought 
as much through the development of methods of dealing with situations 
not yet encountered as through the accumulation of fixed rules based 
on past cases (p. 429). 

In the shorter volume called The Protection of Nationals Mr. Dunn 
has brilliantly elaborated and expounded these conclusions, this time 
in general terms rather than in connection with particular historical 
events. He is avowedly attempting to apply in the realm of interna- 
tional law some of the ideas now familiar in the literature of municipal 
law and its related disciplines. The result, in comparison with the usu- 
al treatises on diplomatic protection, is a shift in emphasis away from 
the juristic analysis of rules toward an appraisal of the practice of diplo- 
matic protection as a man-made institution serving certain social ends. 

The traditional idea of the legal process, says Mr. Dunn, rests upon 
the assumption that it is possible to develop a body of rules which will, 
if properly applied, normally yield one, and only one, answer to each 
new problem falling within its scope. This assumption is most vig- 
orously challenged. It appears in fact that, in doubtful or novel cases, 
existing principles of law generously provide, not one, but two or more 
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precepts logically applicable to the question at issue, each one leading 
to a different answer. How is the choice made between rival rules of 
equal logical validity? The traditional view of the legal process ob- 
scures this crucial issue. A knowledge of the rules of law set forth in the 
books does not enable one to predict with any degree of certainty how 
a novel case will be decided; it “‘does little more than inform one what 
kind of language will probably be used in justifying the decision after it 
has been arrived at by some undisclosed method” (p. 10). The au- 
thor’s search for a realistic answer to this problem of what actually de- 
termines the decisions in cases coming under the law of diplomatic pro- 
tection has led him to write trenchant chapters on “The Underlying 
Conflicts of Interest” and ‘“Unacknowledged Factors that Influence 
Legal Decisions.’’ The upshot of his analysis is the recommendation 
that the social consequences of various possible decisions should be 
openly, not surreptitiously or intuitively, considered. 

Mr. Dunn has ably and convincingly applied current criticisms of the 
legal process in general to the field of diplomatic protection under 
international law. The reviewer would add that there are other vitiat- 
ing defects in the institution of diplomatic protection besides its ex- 
cessively legalistic methods of operation. Is not the fundamental de- 
fect, in fact, its basic assumption that the responsibilities of states for 
fair treatment of aliens in their territories are to be enforced by the 
national governments of those aliens? Mr. Dunn does not appear to 
question this assumption. To agree that minimum standards of fair 
treatment must be enforced is not necessarily to agree that they must 
be enforced by national states on behalf of their citizens. There is an 
alternative to be considered: namely, the enforcement of minimum 
standards by an agency representing the international community. 
New York State does not use its good offices on behalf of its citizens 
when they find their rights jeopardized in Nevada. Is it so natural and 
inevitable as not to be questioned that the United States government 
(rather than a world “federal” agency) should concern itself with the 


welfare of its citizens in Mexico? 
EUGENE STALEY 


University of Chicago 
The Corn Laws and Social England. By C. R. Fay. London: Cam- 
bridge University Press; New York: Macmillan Co., 1932. Pp. x+ 
223. $3.75. 
Mr. C. R. Fay, as he tells us in his Preface, published his work, The 
Corn Laws and Social England, because “now that it has been decided 
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again to tax or restrict the nation’s bread, it seems not inappropriate 
to pass in review the circumstances under which in former times such 
taxes and restrictions were imposed and then repealed.” In providing 
this review he has written nine chapters and has added an Appendix 
made up of two speeches by Sir Robert Peel. The first speech advo- 
cated passing the Corn Bill of 1842 and the second the repeal of the 
corn laws in 1846. Chapter i is devoted to a brief account of the signifi- 
velopment of the corn-law policy from 1688 to 1846; and chapters iv, 
vii, viii, and ix to special topics. 

Although Mr. Fay treats the Corn Law of 1815 and the period from 
1815 to 1846 with commendable objectivity, he makes it perfectly 
clear that he is a firm believer in imperial preference. In chapter viii, 
on “Huskisson and Imperial Statesmanship,” he speaks approvingly 
of that statesman’s “steadfast vision of empire.”’ It is the phase of 
Huskisson’s work dealing with inter-imperial trade and imperial prefer- 
ence during the years 1823-25 which especially meets with Mr. Fay’s 
approval, and it is the repudiation of this preference by the fall of pro- 
tection in the 1840’s which fills him with deep regret. His attitude to- 
ward imperial preference in 1846 and in 1932 is clearly expressed by 
this statement: 

Great Britain had no imperial economic policy from 1846 to the time of 
Joseph Chamberlain; and now at very long last she has gone to Ottawa to 
try and secure freer trade within the British Commonwealth of Nations. 
.... The British Empire would be stronger to-day if it had possessed in the 
nineteenth century a firmer faith in the potentialities of continuous policy 
[p. 134]. 


Although confident that Britain at present is rich enough to be able to 
pay a tax on grain, Mr. Fay makes use of his wide knowledge of the 
past history of the corn laws to warn contemporaries of the dangers in- 
volved in substituting such devices as the quota for a tariff. 

Despite the soundness of this warning and the real merit of some of 
the chapters, this work is almost certain to prove a disappointment to 
anyone who has read Mr. Fay’s Life and Labour in the Nineteenth Cen- 
tury or his Great Britain from Adam Smith to the Present. The diffi- 
culty of fitting in chapters which have been previously published as 
articles in historical and economic journals with a series of new chap- 
ters, in order to point out mistaken policies of the past, appears to have 
been too great for him to overcome. This difficulty is evident not only 
in the lack of unity but in the differences in the way various chapters 
are written. The contrast is especially great between the restrained 
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style of the chapters previously published as articles and the heavy 
playfulness of the one on “The Corn Laws and Social Thought.” The 
wisdom of devoting nearly a third of the monograph to two speeches 
by Peel may well be questioned. In short, Mr. Fay, undoubtedly had 
something decidedly worth while to say on imperial preference and the 
danger of such devices as the quota, but it is debatable whether he re- 
quired a monograph of this kind to express his message. 


DoNnaALpD G. BARNES 
University of Washington 


A Study of Chinese Boycotts: With Special Reference to Their Economic 
Effectiveness. By C. F. REMER with the assistance of WILLIAM B. 
PALMER. Baltimore: Johns Hopkins Press, 1933. Pp. xii+306. 
$2.75. 

An objective economic study on a controversial Far Eastern topic is 
produced so infrequently that when one does appear it is deserving of 
the utmost consideration. Professor C. F. Remer, with the assistance of 
William B. Palmer, has here presented such a study. And its value is 
enhanced by the fact that it appears at a time when there is consider- 
able speculation concerning the economic effectiveness not only of 
Chinese boycotts but boycotts in general. 

A Study of Chinese Boycotts gives a detailed and well-documented 
account of the circumstances which precipitated each of the nine major 
boycotts which China has unofficially instituted against foreign coun- 
tries from 1905 to the present. The first of these was directed against 
the United States, two others against Great Britain and Japan more or 
less simultaneously, and the remainder solely against Japan. Professor 
Remer and Mr. Palmer have concerned themselves primarily with 
gauging the economic effectiveness of these boycotts. A boycott which 
is not economically effective, they feel, is not likely to be successful in 
achieving the objective for which it is undertaken. For their index of 
economic effectiveness they rely chiefly on the relative extent to which 
China cuts down on her imports from the country or countries she is 
boycotting. They conclude that although the earlier Chinese boycotts 
were not particularly effective, the later ones became increasingly so, 
and that the latest one waged against Japan inflicted very serious in- 
juries. They predict that ““A Chinese boycott initiated after some out- 
standing incident and carried on by familiar methods will, if it persists 
through a year and reaches all parts of China, reduce imports from the 
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boycotted country into Northern China by about ro per cent and into 
Central and Southern China by from 25 to 40 per cent.”” The boycott 
as China employs it, they feel, is a formidable weapon and, though it is 
a clumsy and costly one to wield, it is one which China will not likely 
abandon until her fear of foreign aggression has disappeared and her 
confidence in international organizations and agreements has been re- 
established. 

There is little fault to find with Professor Remer’s and Mr. Palmer’s 
analysis of the circumstances which gave rise to the various boycotts 
and of the general economic consequences which ensued. They have 
certainly established that Chinese boycotts have become increasingly 
effective. It is doubtful, however, that their index of the economic ef- 
fectiveness of these boycotts is sufficiently sensitive to warrant some of 
their conclusions and more especially their predictions. Chinese trade 
returns, of which they make considerable use, are notoriously inaccu- 
rate with respect to the origins and destinations of goods. Furthermore, 
so many factors other than the boycott—floods, famine, civii wars, ex- 
ternal wars, tariff revisions, shifting trade channels, smuggling opera- 
tions, currency fluctuations, world depressions, domestic industrial ex- 
pansion—have influenced China’s import trade that it is extremely 
doubtful that even too per cent accurate trade returns would admit of 
a satisfactory isolation of the elusive boycott factor. The authors like- 
wise possibly underestimate the importance of the Chinese boycott of 
Japanese steamship lines, banks, insurance companies, etc., and of 
their refusal to deal with Japanese residents in China. Although the 
authors frequently mention that the boycott is a double-edged weapon, 
and conclude that “it brings losses to the Chinese nearly as great as 
those against whom it is directed,” nowhere do they indicate the basis 
for this latter belief. A chapter dealing with the economic burdens 
which a boycott imposes on China would have been an extremely valu- 
able addition to the volume. 

There may well be differences of opinion concerning the methods to 
employ and the factors to evaluate in an economic study of Chinese 
boycotts. Still there cannot but be agreement that Professor Remer 
and Mr. Palmer have contributed a painstaking piece of research in a 
scarcely touched field of significant and growing importance. 

BEN DoRFMAN 
New York City 
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A Report on the Revenue System of Cuba. By Epwin R. A. SELIGMAN 
and Cart S. SHoup. Havana: Talleres Tipograficos de Carasa y 
Cia, 1932. Pp. 430. 

It is difficult to review a volume such as this, dealing with the fiscal 
problems of a country whose institutions, traditions, and customs do 
not fit conventional patterns. To discuss details in this excellent Re- 
port would require long prefatory explanations of existing methods, 
which cannot be done in the compass of a short review. Instead, the 
Report is commended to those interested. It is replete with instances of 
administrative malpractice. It shows the influence of bankers in dic- 
tating fiscal conditions precedent to loans. It exposes numerous irra- 
tional preferences for the benefit of favored Cuban industries. It un- 
masks the national lottery. An excellent analysis of the cost of tax 
administration is also presented. Sage advice on personnel is given. 
Ample summaries are incorporated throughout the Report, and two 
alternative programs of reform are presented. 

New fiscal relationships between national and municipal govern- 
ments were proposed. Under the existing system the central govern- 
ment depends upon taxes collected by municipalities for a substantia] 
portion of its revenues. The provinces receive all of their revenues 
from surcharges on municipal taxes. While the municipalities turned 
over some $9,500,000, or 38 per cent of their collections, to the national 
and provincial governments in 1929-30, these governments, in turn, 
made practically no transfers to the municipalities. Nor do the prov- 
inces receive financial aid from the central government. However, the 
amounts paid to the national treasury vary somewhat according to the 
effectiveness of the collection machinery in the different localities—a 
condition closely resembling local undervaluation in an American 
general-property-tax state. The authors appropriately suggest that 
the central government be given control over the entire revenue sys- 
tem of Cuba, perhaps including the collection of taxes. The localities 
would be given complete freedom, or almost complete freedom, in fix- 
ing the tax rates for municipal purposes. These rates would be in the 
nature of permissive surcharges. Tax administration would be under 
national control. In order not to break too rapidly from the existing 
order, certain taxes under the exclusive jurisdiction of each govern- 
ment are retained. 

Little is said as to the future of the provinces. There is an implica- 
tion that they should not be retained. If they are, it is suggested that 
their cost be met from the national treasury. 

The mainstays of the proposed new fiscal order for Cuba are to be 
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a national real estate tax and a presumptive-income tax. The real es- 
tate tax is to be based on rentals, because (a) “the rental base is the 
one now in use” and is familiar; (5) “there exist a large number of rent- 
al contracts”; (c) “where values must be estimated, it is somewhat 
easier to estimate the fair rental value for the year in advance than 
it is to estimate the fair selling value.” Unimproved urban land and 
uncultivated rural land are to be taxed “‘by considering four per cent 
or five per cent of the capital value of the land to be rental,” as is the 
present practice under the public-works-fund tax. The rate of taxation 
would, so far as the national unit is concerned, be uniform throughout 
the country, in contrast with the present policy of discriminating 
against urban holdings. Localities, however, would be authorized to 
add varying surcharges (within limits) to meet their expenditure re- 
quirements. 

The presumptive-income tax, rather than a personal net impost 
was selected because of a feeling that the latter was not suitable for 
Cuba, mainly because “‘meticulous record-keeping” was not custom- 
ary. The presumption on which the tax was to be based was “dwelling 
rental paid or value of dwelling used.” Presumptive incomes of less 
than one thousand dollars were to be exempt and progressive rates 
were suggested. While there may be some question as to the accuracy 
with which this tax would measure taxpaying capacity, it is to be 
remembered that the proposal is made for a tropical country with a 
native population hitherto taxed almost entirely by indirect taxes col- 
lected mainly from business firms. 

The Report, on the whole, is well done. It will prove exceedingly in- 
teresting and valuable to students of public administration, for here 
the authors probably make their best contributions. Economists, how- 
ever, will lament the lame attitude toward protectionism and the ex- 
ceedingly sketchy, as well as orthodox, treatment of the incidence of 
various taxes. Moreover, little was done to show the regression or ac- 
tual distribution of burdens under the Cuban system. 


SmmeEon E. LELAND 
University of Chicago 


Public Utility Regulation. By Wrtu1aM E. MosHER AND FIN1A G. 
CrawFrorD. New York: Harper & Bros., 1933. Pp. xvii+612. 
$5.00. 

The aim of this book is to “analyze and criticize the administration 
of those agencies responsible for utility regulation and to indicate in 
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what ways the present powers and methods of procedure might be 
strengthened and supplemented.” This aim is, in substantial measure, 
realized. Under the headings, “The Public Service Commission,” “Ad- 
ministrative Problems and Policies,” and “Special Problems,” prac- 
tically every problem, major and minor, of structure, administration, 
and policy current in present-day regulation is set forth, arguments 
pro and con are listed, and in most instances the authors advance their 
own conclusions and recommendations without equivocation. The ap- 
proach is reasonable and dispassionate throughout. Although friendly 
toward the philosophy of regulation and hopeful for the future, the 
authors are sharply critical of the existing situation and sanguine as to 
the possibilities of public ownership both as a lever and an alternative. 
In addition to remedies suggested for the host of problems introduced 
throughout the book, a general program of regulatory reform is out- 
lined, in conclusion. 

It is not easy to evaluate the book asa whole. Many of the chapters 
are conspicuously well done and a great deal of valuable and interest- 
ing material is brought together and displayed in effective fashion. 
There is presented an excellent panorama of the structure and frame- 
work of regulation and of the administrative mechanics of the control 
process. The book will be valuable to the general reader and decidedly 
useful as a reference work for college classes; its probable serviceable- 
ness as a text is more questionable. It lacks something in organization; 
certain problems are not clearly oriented and a proper balance is not 
always struck between the important and the trivial in the matter both 
of issues and evidence. A large amount of extremely useful information 
is made available, but it is of uneven quality—that which flows 
directly from the authors’ intimate contact with the New York Revi- 
sion Investigation contrasts sharply with that gained from less thor- 
ough field investigations, questionnaires, and secondary sources. The 
text is marred by a number of inaccuracies and mistakes in names, 
quotations, and citations. (See, inter alia, pp. xiv, 15, 91, 186, 197 
[three errors], 386, 580.) 

Public Utility Regulation is more likely to move the thoughtful gen- 
eral reader than to prove intellectually stimulating to the student. 
Something is gained by the comprehensiveness of the book, but a price 
has been paid in the thinness of the treatment which this extended 
scope has rendered inevitable at several points. For instance, the eco- 
nomics of transportation, upon which any effective discussion of the 
regulation of transportation must be based, is far too involved to be 
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dealt with satisfactorily in a general survey; the same is true of certifi- 
cates of convenience and necessity generally; in fact, it is true of most 
of the really substantial problems of regulation. 

The book is commendably realistic. Traditionally, public utility 
regulation has been shrouded in mysticism. “Public callings’ are, 
somehow, strange enterprises, impressed by their very “nature’’ with 
peculiar privileges and obligations; the administrative processes 
through which their control is effected are guided by the unseen hand 
of a remote and immutable “law’’; whether their activities may be reg- 
ulated depends in each case upon whether they fall outside the invisible 
line that insulates “management” from authoritative interference; 
whether control of those activities that lie beyond the charmed circle 
is to be vested in state or federal agencies is dictated, similarly, by their 
innate character as revealed to the faithful; and the earnings of these 
“callings” are determined by a kind of glorified table-tapping and sec- 
ond sight, accompanied by appropriate incantations. Common-law 
ritual serves as a convenient cloak for sloppy thinking in this field, and 
indulgence in the rites and ceremonies has by no means been confined 
to the high priests of the law. The authors of the present book worship 
but sparingly at this shrine. Their attack throughout is forthright, and 
in their hands utility regulation becomes for the most part a straight- 
forward business proposition. Their flat-footed statement that regula- 
tion inevitably interferes with “management” is refreshing; their 
treatment of the federal-state conflict is essentially matter of fact (al- 
though occasionally confusing); they have little patience with either 
the reproduction cost or “trance” (fair value) methods of rate valua- 
tion (although they might well have been more outspoken in their re- 
jection of the latter) ; they part and throw back, if they do not complete- 
ly cast aside, the black robes of judicial review; and they give the 
“public calling” concept the simple and realistic treatment it deserves 
(although economic analysis might profitably have been pressed fur- 
ther at this point). 

Unfortunately, however, an otherwise perfect record is impaired by 
one departure: in their insistence that utility management shall re- 
gard itself as a public partner and trustee and that it shall be guided 
by “public service” motives rather than the “profit” motives which 
serve the management of “ordinary industry,” Professors Mosher and 
Crawford do homage to the mystics. There seems little reason to be- 
lieve that upon the legislative adoption of and judicial acquiescence in 
a regulative program, the owners of an erstwhile “ordinary” business 
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will suddenly become imbued with a public spirit and a sense of trustee- 
ship, and, content largely with psychic income, will turn their backs 
upon the lure of pecuniary gain. True, it is to be hoped that utility 
owners will recognize the obligations of reasonable business and busi- 
ness-government ethics, but this much we hope of all owners. The 
theory of regulation and as much of the practice of regulation as is effec- 
tive proceeds properly upon the assumption that utility owners are 
very similar to ordinary people—induced by the same incentives and 
responsive to the same sanctions. Regulation, even for the remote 
future, based upon any other assumption holds little promise; fortu- 
nately, despite the incense burned by the authors, the program of 
Public Utility Regulation is really not so based. 
Ben W. Lewis 
Oberlin College 


Twenty Years of Federal Reserve Policy. Harvard Economic Studies, 
Vols. Iand II. By S. E. Harris. Cambridge: Harvard University 
Press, 1933. Vol. I, xxxix-+431; Vol. II, xi+431. $7.50. 

This work places the author in the front rank of critical expositors of 
Federal Reserve policies. It is especially commendable for the com- 
pleteness of its investigation, for its fidelity to detail, and for fairness 
in the treatment of the views of other writers. In its preparation the 
author had the benefit of certain materials which previously had not 
been available except to those connected with the system in an official 
way. Then, again, there is always an advantage in being the last to 
write. 

The plan of the first volume is to discuss critically the various con- 
trols of the Federal Reserve banks over the use of their credit by mem- 
ber banks. Accordingly, penalty rates, open-market operations, moral 
suasion, eligibility requirements, reserve arrangements, note issue pro- 
visions, and gold policies are successively considered. As would be ex- 
pected, it is not difficult for the author to point to inconsistencies in the 
use of these controls throughout the life of the system, and to convict 
the managing authorities of numerous shifts of emphasis. 

The second volume is devoted to an analysis of the events which 
preceded the recent monetary crisis. In this volume such aspects of the 
problem receive attention as the absorption of credit in speculative op- 
erations, interdistrict shiftings of banking resources, and the proper 
measures of member bank credit volume. In the closing chapters some 
attempt is made to appraise the efficacy of the 1932 open-market pur- 
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chases of government securities as a means of stemming the tide of 
liquidation. The author leans toward the position of those who mini- 
mize the beneficial accomplishments of these activities. 

There is so much good in these volumes that the reviewer hesitates 
to criticize adversely any part. Moreover, criticism in brief space is 
difficult because of the wide variety of credit problems that are ana- 
lyzed. About all a reviewer can do is to point out what to him seems the 
most striking neglect. 

Since the author gives much attention to the question of the proper 
measures of the outstanding volume of bank credit—including loans 
and investments, net deposits, gross demand. deposits, and member 
bank reserve balances—readers will probably feel that in a work of this 
size he should have made unmistakably clear the extent to which he 
subscribes to the position of the quantitative, as distinguished from the 
qualitative, school of credit control. In the reviewer’s opinion econo- 
mists have been losing influence because of an excessive tendency of 
individuals to assume the correctness of particular approaches and 
thence to engage in long demonstrations, more or less regardless of the 
work and methods of rival authorities. It is no wonder then that the 
amateur is mystified when he finds Snyder, for instance, inveighing 
against the syllogistic, analytical method, at the same time that Willis 
proclaims the breakdown of our banking system to be due principally 
to violation of certain “recognized” qualitative principles. Economists 
must clash more than they have over their premises before their con- 
clusions can be accepted as other than deductions from hypotheses. 
The author’s work would have gained in weight with the reviewer if 
more had been done in this direction. Readers will understand, how- 
ever, that the reviewer admits his own publications have sinned in this 
respect. 

As regards the effect of speculation in securities in absorbing credit 
the author argues ably that the failure of New York City deposits to 
fluctuate closely with changes in the volume of brokers’ loans does not 
disprove absorption because of the possible existence of counterbal- 
ancing factors bearing upon the regional distribution of deposits. With 
much of this argument the reviewer must agree. But, since the review- 
er’s name is mentioned in several places in illustration of the foregoing 
argument, the reader may gain the impression that it was the center- 
piece of his contention that the effect of brokers’ loans in making credit 
unavailable for other uses has been grossly exaggerated. It may be per- 
missible, therefore, for the reviewer to state that the test of the location 
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of bank deposits was not used to the exclusion of other tests. It was 
only a small part of a larger argument. 

In places the style becomes hard, and fatigue seems to burst through 
the lines. On this account it is much to be hoped that the author will 
not continue without occasional interruption the terrific pace he has 
been setting. He has abundantly demonstrated his ability and econo- 
mists will hope for him a long, as well as an active, career. 


Haroip L. REED 
Cornell University 


Increasing Return. By G. T. Jones. Edited by Cotmn CLark. Cam- 
bridge: At the University Press; New York: Macmillan Co., 1933. 
Pp. xvi+ 300. $4.75. 

Mr. G. T. Jones set himself the heroic task of investigating the sta- 
tistical evidence for a tendency to increasing return in a number of 
typical industriés. This subject has for long been the sport of logic- 
chopping theorists, and students of economics must feel the deepest 
gratitude to one who has made a determined effort to tackle it by realis- 
tic methods, and the deepest regret that his death at the age of twenty- 
six has deprived them of so able and courageous a colleague. 

The method which Mr. Jones employs is to construct an index of the 
price of the products of each industry over a period of years, to elim- 
inate changes in wage rates and in the price of materials, and thus to 
discover the movement in “real costs,” measured in resources, of the 
products concerned. This method is subject to innumerable difficulties 
and objections which he conscientiously sets out. Of these the chief is 
the impossibility of allowing for changes in the level of profits—a fall in 
profits which may in fact be due to increased competition having the 
same effect upon his indices as a fall in “real costs’’ due to improved 
efficiency. When the indices of “real costs” are plotted against indices 
of the size of the industries, they show “elasticities of returns” which 
are rarely greater than 5 and frequently as low as unity. 

If the whole of the fall in real costs could be attributed purely to 
economies of large scale, these results would be very strange; for an 
elasticity of unity would mean that an increase in output could take 
place without any increase at all in the aggregate of resources em- 
ployed. But it is impossible in practice to separate the economies 
which arise solely from the expansion of an industry from inventions 
and improvements of technique which would take place, as time goes 
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by, whether the industry expanded or not. In the five industries under 
review—the London building industry, cotton manufacture in Lan- 
cashire and in Massachusetts, and iron-smelting in Cleveland and in 
the entire United States of America—no cataclysmic inventions were 
introduced in the period covered by the inquiry; but in each of them 
minor improvements were constantly being made, and the upshot of 
the argument is that Mr. Jones is not able to make a clear pronounce- 
ment on the question of whether any causal connection can be discov- 
ered between the expansion of an industry and an increase in its effi- 
ciency. 

The issue is further clouded by the fact that he is not able to dis- 
tinguish between “internal economies” which result from the expansion 
of a firm and “external economies” which depend upon the size of the 
whole industry. In every case where information is available there is 
a clearly marked tendency for a growth in the size both of the individu- 
al plant and of the individual business unit. Of these movements there 
are a number of possible explanations. First, even when there are no 
economies to be got from amalgamation there are usually monopolistic 
gains to be made, and as time goes by, more and more firms may realize 
the advantage of combining with their rivals. This possibility, however, 
may be ruled out as Mr. Jones finds little trace of it in his five indus- 
tries. Second, inventions independent of the size of the industry may 
increase the advantage of large firms over small. This would have no 
connection with increasing returns in the strict sense, though Mr. Jones 
throws out the suggestion (p. 253) that “inventive ability” is attracted 
most strongly into expanding industries. Third, apart altogether from 
inventions, there may be a tendency for the optimum size of firms to 
grow as the industry expands. This would be a symptom of increasing 
returns, and Mr. Jones follows Marshall in attaching importance to it; 
but some further light is required upon the modus operandi of this influ- 
ence, for, as Marshall himself points out, the specialization of function 
which accompanies the expansion of industries seems likely to lead toa 
decrease rather than an increase in the optimum size of firms. Finally, 
there may be a chronic tendency for firms to be of less than optimum 
size, but for the actual size to catch up with the optimum size faster in 
an expanding than in a stationary industry. This seems to be the most 
plausible explanation of the fact that the size of the firm tends to grow 
with the size of the industry. But Mr. Jones, who makes no attempt in 
this survey to deal with the effects of imperfect competition, takes little 
account of it. 
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When all is said, therefore, we are left in some doubt as to whether 
economies dependent solely upon the size of the industry are really to 
be found in practice. 

That the main argument should be inconclusive was inevitable in 
the nature of the case, but the merit of this book does not lie only in 
the main argument. Many interesting facts are discovered by the way. 
For instance, some light is thrown upon the question of the optimum 
length of the working-day by the fact (p. 162) that successive reduc- 
tions in the hours worked in Massachusetts cotton mills from sixty to 
fifty-six per week led to a small rise in the weekly output of women 
workers and a small fall in that of men, while a further reduction from 
fifty-six to fifty-four led to an almost proportionate fall in output for 
both men and women. And some light is thrown upon the question of 
short-period costs by the fact that the average output of iron per fur- 
nace in blast tends to rise in periods of depression and to fall in periods 
of prosperity. 

These are merely random examples to show that the student may 
profitably spend time in quarrying in Mr. Jones’s pages even if he has 


no special interest in the main theme. 
Joan ROBINSON 


Cambridge, England 


Preferred Stocks as Long-Term Investments. By R. G. RopKEy. Ann 


Arbor: Bureau of Business Research, University of Michigan, 1932. 

Pp. 80. $1.00. 

It is stated that this study was made “to determine the long-time 
investment qualities of preferred stocks.’’ Results secured by earlier 
investigators in the same field, and the place given preferred stocks by 
leading writers, are briefly discussed at the outset. 

The author then describes a number of statistical tests which were 
carried out in order to determine whether preferred stocks, as a class, 
possess investment merit. Three groups of tests were made, covering 
a twenty-four-year period, from 1908 to 1932. The first compared com- 
mon and preferred stocks of companies having bonds continuously out- 
standing. The second was divided into two parts: one of companies 
having no bonds at the beginning of the experiment but subsequently 
issuing bonds and the other of companies having bonds at first but 
later retiring them. The third test was of companies having no bonds 
outstanding at any time during the experiment. Distinction was also 
made between railroad and industrial companies. 
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Results of these tests seem to have been almost uniformly favorable 
to common stocks. For example, the investor in industrial companies 
having bonds outstanding received nearly twice the income from com- 
mon stocks as from an equivalent investment in bonds, and 25 per cent 
greater income than from preferred stocks. The principal value of the 
common-stock investment, in 1929, had increased to seven times its 
original amount, and even in 1932 was slightly above its original 
amount. In 1929 the preferred stocks were worth about 35 per cent 
more than they cost and in 1932 they were quoted at less than half 
their cost. 

While common stocks proved superior in every test made, the in- 
dustrial preferred group made a very good showing in the subgroup 
where they were not preceded by bonds. At no time did the value of the 
list fall below the original investment and a very satisfactory income 
was obtained. This group also proved superior to both industrial and 
rail bonds as to safety of principal and income. 

Attention might be called to a few points which are not emphasized 
in the study. The superiority of common stocks was largely due to the 
fact that in the case of a few companies the common issue showed a 
very marked superiority, making up for several issues in which the pre- 
ferred shares were slightly better. In the tests for which detailed sup- 
porting data are given there were about as many individual cases where 
the preferred stock was better (disregarding extent of superiority) as 
the opposite. 

It might also be noted that these tests were all calculated over the 
same period, 1908-32. If a year of generally high stock prices had been 
selected as an origin, the outcome would have probably been very much 
less favorable to common shares. If the final date had been a time like 
1928 or early 1929, results would have been even more favorable to the 
common-stock group. 

The tests were carefully planned and results are reported clearly. 
The method followed of distinguishing between companies where the 
preferred is preceded by bonded debt, and where it is a senior claim, is 
new and worth while. Results secured will be of substantial value to the 
growing body of students who are endeavoring to develop a science of 


investments. 
James Roy Jackson 


St. Louis University 
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Money. By FREDERICK A. BraprorD. (Rev. ed.) New York: Long- 
mans, Green & Co., 1933. Pp. x+403. $2.50. 

Money and Banking. By FREDERICK A. BRADFORD. New York: Long- 
mans, Green & Co., 1934. Pp. viiit534. $3.75. 

The revised edition of Professor Bradford’s Money takes cognizance 
of the more significant monetary changes of the five-year period since 
the book first appeared. Besides bringing factual material up to date, 
making numerous improvements in recasting and reorganizing, the 
author has entirely rewritten several chapters. In these chapters (x, 
xii, xix, xx) are found a new and different treatment of the determina- 
tion of the value of money, of government paper money in the World 
War, and of credit control, and a timely consideration of the case for 
and against the gold standard. 

Perhaps the most significant change in this edition is the author’s 
ingenious and suggestive treatment of the determination of the value 
of money. He presents in some detail the American “cash spending” 
and the English “cash balance’ methods of approach, and points out 
that these are two ways of looking at the same thing. He then recon- 
ciles the two equations by transposing corresponding factors. He 
knows how to use equations, chooses the correct ones for the purpose 
at hand, and interprets them from the “cash spending” or the “cash 
balance” methods of approach, whichever seems more appropriate. He 
first treats simple hypothetical conditions and then introduces neces- 
sary modifications to bring his analysis into accord with reality. This 
technique is employed in all money-price problems. 

The prevention of overexpansion (non-productive use) of credit 
should be the real objective of credit control. The business situation in 
1928-29 seemed unusually sound but the financial situation was char- 
acterized by an overexpansion of both commercial and investment 
credit. The reason why the “new era” failed to perpetuate itself was 
due to the fact that capital expansion had been financed on the basis of 
bank credit; but the loans upon which purchasing power was based 
were not perpetual, and when a concerted demand for repayment oc- 
curred buying stopped and the long-drawn-out liquidating process be- 
gan. The author expresses his lack of faith in the control of investment 
credit expansion by central bank authorities and advocates legislation 
prohibiting “the creation of check currency for the financing of any but 
commercial commitments, giving central banking authorities the right 
to define commercial loans within the meaning of the law”’ (pp. 368-69, 
374-75). He asks for a more strictly defined distinction between sav- 
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ings and commercial deposits, as well as a change in reserve require- 
ments to take into account the activity of demand deposits. And final- 
ly, he pleads for a unified commercial banking system, which, inci- 
dentally, is an important objective of those provisions of the Bank Act 
of 1933 relating to the segregation of commercial and investment bank- 
ing and to the guaranty of member bank deposits. Credit control in 
such a system he considers feasible, and the technique to be employed 
is that of properly timed changes in the discount rates. 

The gold standard is not a failure. Its past performance is not highly 
exemplary when measured in terms of price changes since 1850 (p. 
389), but in the last twenty-five years (during which gold bullion has 
been produced on an industrial cost basis) the stability of value of gold 
is far from discreditable. After weighing relative advantages and weak- 
nesses of a managed currency and of the gold standard, the author 
comes out strongly in favor of the latter. The dangers of a gold short- 
age are not serious, and a return to gold is desirable nationally and 
internationally. 

In the light of present-day monetary controversies the author’s 
views would stamp him as a conservative, sound-money, and orthodox 
commercial banking theorist. His general monetary philosophy is per- 
haps accurately expressed in the Preface to the first edition of Money: 
“If a monetary system is founded on sound principles and is not med- 
dled with, it will tend to run smoothly and give rise to few problems of 
significance. On the other hand, a great deal of damage may result 
from unwise monetary regulation. A sane and sober presentation of 
sound principles may . . . . do much toward assisting the student to 
recognize the merits and drawbacks of proposed measures in a field 
which has long been a favorite playground of economic reforms.” The 
whole temper of the book is conservative; and the reader could guess 
without knowing the author’s opinion that he would be averse to the 
“New Deal” monetary policy with its repudiation of gold contracts, 
the provisions of the Thomas inflation amendment, and the gold buy- 
ing and devaluation program. 

The part on “Banking” is necessarily concerned largely with an in- 
stitutional and descriptive presentation of the functions and operations 
of commercial banking, since monetary functions are covered in the 
other volume. No attempt is made to cover the whole field of private 
finance, and trust, investment, and agricultural credit operations are 
given only incidental treatment as additional functions of commercial 
banks. The author obviously believes that the subject of money and 
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banking forms a distinct part of the field of finance and can be logically 
separated from long-term credit and public finance. The combination 
of the two volumes within a single cover makes it possible to arrange 
the order of assignments so as to improve classroom presentation. A 
combined Index, serving both Money and Money and Banking, provides 
a useful guide for relating materials. In its present form it constitutes a 
well-proportioned, scholarly, and teachable textbook, one of the very 


best in the field. 
James WASHINGTON BELL 


Northwestern University 


Nuova collana di economisti stranieri e Italiani. Volume V: Dinamica 
economica. Edited by G. Demartia. Turin: Unione Tipografico- 
Editrice Torinese, 1932. Pp. xii+440. L. 50. 

This volume on economic dynamics, though fifth according to the 
plan of the series whose first volume was reviewed recently in the pages 
of this Journal, is the second to be published. By far the greater part 
of the book is made up of translations of the essential parts of two books 
that by this time need no comment in a review intended primarily for 
non-Italian readers—Joseph Schumpeter’s Theorie der Wirtschaftlichen 
Entwicklung and J. M. Clark’s Economics of Overhead Costs. The re- 
mainder of the book is devoted to an essay by Maffeo Pantaleoni on 
“Syndicalism and Economic Reality” and a group of essays by Professor 
Luigi Amoroso, now republished, in somewhat revised form, under the 
joint title A Contribution to the Mathematical Theory of Economic Dy- 
namics. 

No collection which, like the one under review, would undertake to 
present a picture of the major contributions to economics in recent 
years by Italian as well as “foreign” economists, could have left out the 
name of Pantaleoni. Yet no single essay of his could convey anything 
resembling an adequate notion of what he has meant to Italian eco- 
nomics; for the truth is that the threads of influence emanating from 
Pantaleoni make part of the fabric of almost everything of importance 
that has been done in Italian economics during the last four decades. 

It was Pantaleoni, for example, who, by Pareto’s own testimony, 
forced Pareto to reverse his unfavorable judgment on Walras and study 
again the Elements d’Economie Politique Pure. The result was the 
Lausanne School. It was Pantaleoni, also, who, though himself with- 
out pretensions as a mathematician, fought an unremitting battle on 
behalf of Pareto and mathematical economics during the whole of his 
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editorship of the Giornale degli Economisti. The result was that no- 
where else in the world has mathematical economics in general, and the 
economics of the Lausanne School in particular, the foothold that it 
has had for years in Italy. It was Pantaleoni also, however, who never 
ceased to call the attention of Italian economists to problems within 
the framework of “partial equilibrium” analysis which would break 
through the circle of sterile repetition of the Lausanne proposition that 
all economic quantities are interrelated. The work of Professor Fanno, 
of the University of Padua, on significant groups of prices—a work still 
in progress—was one of the results of Pantaleoni’s guidance. There are 
others. 

It was Pantaleoni, also, who insisted upon an exploration of the 
possibilities of “dynamic economics,” with a wisdom and sense of 
balance that many living economists might imitate. They might, for 
example, consider the implications of Pantaleoni’s dictum that “static 
economics is nothing but a particular case of dynamic economics, and 
therefore, if we possessed the latter, the former would be absorbed 
therein.” It is not, however, Pantaleoni’s famous essay “On Some 
Problems of Economic Dynamics”—in which the dictum just quoted 
first appeared—that is reproduced in the volume under review. The 
reason for this, one gathers, is not that the editor thought it unimpor- 
tant; though the casual reader might be led to suppose so by Professor 
Demaria’s somewhat condescending suggestion, in his Preface, to the 
effect that Pantaleoni’s now celebrated “classification” of dynamic 
phenomena—a classification so celebrated that the editor does not 
bother to attach Pantaleoni’s name to it—may be said to represent the 
“taxonomic phase” of the study of economic dynamics. The reason is 
probably that the essay is at once more accessible and better known 
than the one presented in this volume. What the essay which is in- 
cluded does show is that Pantaleoni’s interest in “dynamic economics” 
did not extend merely to problems of “classification.” If there is any 
doubt of this, the reader should compare what Pantaleoni has to say 
in this essay on the subject of the enterpriser as “innovator” (e.g., p. 5), 
with Professor Schumpeter’s brilliant suggestions along the same line. 
The editor, therefore—and even more, one suspects, Professor Del 
Vecchio, whose influence in this case one may be permitted to trace on 
the basis of his contributions to Volume I of the series under review— 
must be congratulated for having seen the importance of an essay that, 
on the basis of its apoplectic qualities when the virtues of socialist lead- 
ers are being discussed (e.g., p. 3 n.), might easily have been taken for 
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another one of those violent political outbursts of Pantaleoni, which, 
though they fill no less than five volumes, do less than honor to his 
memory. 

Professor Amoroso’s work within the field of economic dynamics, 
which is well typified by the selections here given, is not of a sort that 
will command immediate and universal enthusiasm. Professor De- 
maria, in his Introduction (p. xi), characterizes Amoroso’s equations— 
in which the relevant variables are expressed as derivatives with re- 
spect to a unit of time—as representing “one of the boldest applications 
yet attempted of differential equations to the particular theory of 
dynamic phenomena.” There are others who may feel that the positive 
gain in analytical content which is represented by these equations is 
less than one might suppose on the basis of the somewhat ambitious 
titles given the relevant contributions: “The Dynamics of Demand 
and Supply,” “The Mathematical Theory of Cycles,” and “The Dy- 
namics of Credit.” Yet one is disarmed by the frankness and the mod- 
esty with which Amoroso insists that “the present contributions repre- 
sent merely a stage, a position of waiting, a trench not without value 
for a re-ordering of our ideas and a summoning of courage for a new 
leap ahead” (p. 422). The new “leaps” of Professor Amoroso will be 
watched with the greatest interest even by those who may feel, with the 
present reviewer, that the distinguished economist of the University 
of Rome has tended, in recent years, to encumber himself in his “leaps” 


by a great deal of unnecessary ballast in the form of a mystical absorp- 
tion in the religion called Fascism—of which, fortunately, only a few 
traces appear in the collection under review (e.g., p. 440). 

ARTHUR W. MARGET 


University of Minnesota 


Mathew Carey: A Study in American Economic Development. By KEN- 
NETH WYER Rowe. Baltimore: Johns Hopkins Press, 1933. Pp. 
140. $1.25. 

Mathew Carey is a little-known figure who lived and wrote in an im- 
portant period in the economic development of the United States. He 
it was who helped to focus public opinion during the first third of the 
nineteenth century on the “protecting” system. For this reason, if for 
no other, the study of Mathew Carey by Dr. Rowe is a distinct con- 
tribution to the economic history of the country. 

The study falls into five parts: (1) a biographical sketch of Carey, 
the vigorous and versatile pamphleteer; (2) the environment of the man 
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and the origin of his economic opinions; (3) his economic opinions; (4) 
his efforts to direct American economic life; and (5) an appraisal of 
Carey as economist and public-spirited citizen. 

It was the national crisis of 1819 that brought Carey into prominence 
as the defender of the infant industries whose existence was threatened 
by the course of events. “The basis of his defense,” as Mr. Rowe points 
out, “was laid in his own experience in the midst of thirty years of ex- 
panding economic life.”” The depression was unusually severe, and 
Carey emerged as the outstanding advocate of what he called “the 
American [protective] system.” 

Carey’s belief was that the protective system would insure such bal- 
ance in the exploitation of natural resources as to prevent serious yn- 
employment and to permit an adequate wage for labor. He pointed out 
that the task, begun years before, must be resumed. Adequate protec- 
tion, which he defined as “such a governmental regulation, by duties 
or prohibitions, as saves any class of our citizens, whether farmers, 
manufacturers, or merchants, from being undermined or ruined by 
foreign rivals,” must be accorded American industry. 

Carey’s opinions, it is observed by the author, afforded “no sys- 
tematic treatise or harmonious economic theory,” but they did consti- 
tute a “set of rules” by which Carey hoped to direct the economic life 
of the young nation. A man of intense feelings, Carey supported 
energetically every cause that enlisted his interest. Carey’s contribu- 
tion—from a doctrinal point of view— “was in amendment and qualifi- 
cation of accredited economic opinion, and its results must be read for 
the most part in the progress of the nation.” 

It is apparent that Carey belonged to the old school of political 
economists who professed allegiance to the encouragement of industry 
“by duties more or less prohibitory.” His advocacy of the old doctrines 
assisted in the effort to revive the point of view that opposed and quali- 
fied the tenets of the newer school of economic theorists originating 
with Adam Smith. Carey was not impressed by the Malthusian doc- 
tine of population, nor was he stirred up by the Ricardian differential 
rent theory. Providing the government protected industry, Carey 
looked toward the future of the country with optimism. 

Dr. Rowe has done an admirable and scholarly piece of work. We. 
share with him the feeling of gratitude to the Lessing Rosenthal Fund 
for Economic Research for the financial aid which made possible the 


prosecution of this excellent study. 
J. S. RosBInson 


Carleton College 
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World Prosperity as Sought through the Economic Work of the League of 
Nations. By Wattace McCtiure. New York: Macmillan Co., 
1933. Pp. xxxix+613. $4.00. 

At present the press is filled with discussions of the decline in the 
prestige of the League of Nations. Its apparent lack of influence in the 
Far East, the withdrawal of Japan and of Germany, are disconcerting, 
if not alarming, to League sympathizers. There is every reason why 
an effort should be made to appraise fairly what the League has done 
and what it may reasonably be expected to do. 

For this purpose Dr. McClure’s study is most helpful. His training 
in both economics and politics, his experience as acting economic ad- 
viser of the Department of State, and his present position as Assistant 
Chief of the Treaty Division of the same department have given him a 
thorough equipment. His volume is a large one, filled with detail and 
documented with precision. It shows the expenditure of a vast amount 
of time and care. 

After a lengthy biographical note and a general introduction, the 
volume is divided into two parts—one dealing with the background, 
instrumentalities, and progress of the economic work of the League, 
and the other with the development of world-economy through its eco- 
nomic work. There is a vast amount of material well arranged. Stu- 
dents will find it a most valuable collection and one for which there has 
been a great need. While the arrangement has much to commend it, 
there has been some repetition in the second part of material in the 
first part, due to the desirability of presenting some matters from two 
different angles, but this duplication is in no sense serious. 

One closes the volume with a vivid impression of the many and 
varied activities of the League, the high intelligence of its leadership, 
particularly in the secretariat, and the amazingly intricate work that it 
has performed. Merely in the field of economics it has made its influ- 
ence felt in nearly every aspect of (1) the production and distribution 
of wealth, (2) international trade, and (3) finance—these being Dr. 
McClure’s main subdivisions of Part Two. The reader finds it difficult 
not to applaud and admire and to predict ultimate world-peace through 
the work of so important an organization. Certainly all honor should 
be given to the courage and vision of those who have believed in it and 
guided it. 

But the present setback may be merely an adjustment to those func- 
tions which are appropriate for an international body with an interna- 
tional approach. Dr. McClure stresses the idea of the development of 
a world-economy but he describes chiefly the efforts to secure adjust- 
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ments in the economic activities of separate states, each of which is 
more thoroughly organizing its own economic life for the real or fancied 
advantage of its nationals. In such a situation there are sharp limits 
to what can be done by the League so long as it must function as an 
organ whose members represent separate national governments. In- 
directly the League may encourage and perhaps actively further the 
development of a world-economy which is so consolidated that eco- 
nomic strains do not appear along national lines. Such changes seem 
to be coming but their development is slow. Sooner or later we shall 
realize that world-peace and prosperity are not easily secured, that 
neither incantations nor mere idealism will suffice. So long as each 
country is separately organizing its own economy, strains will develop. 
Effort must be directed in two ways. One is, of course, toward perfect- 
ing the machinery for adjusting disputes as they arise. In this the 
League of Nations and the World Court are indispensable. The other 
is toward such readjustments of economic organization as will consoli- 
date and merge economic groups along other than national lines. As 
this is done there will still be economic rivalry and strain, but national- 
istic bitterness will be lessened and the dangers of military conflict re- 


duced or even eliminated. 
ERNEST MINOR PATTERSON 


University of Pennsylvania 


World Resources and Industries. By Erich W. ZIMMERMANN. New 

York: Harper & Bros., 1933. Pp. xix+842. $4.00. 

To the subject of economic resources which has long occupied a 
doubtful position in the no man’s land between economics and econom- 
ic geography, Professor Zimmermann has brought an interpretation 
which should add materially to its respectability. Economists, recog- 
nizing the need of a factual background for an understanding of eco- 
nomic principles, have often heaped justifiable criticism upon previous 
works in the field, most of which have been so utterly descriptive and 
encyclopedic, so lacking in appraisal of the economic structure of our 
industries, that they provided at best a remote background for the 
study of economic principles. Economists themselves attempted to 
bridge this gulf by compiling volumes of “economic problems” de- 
signed to illustrate such principles as seemed important to their au- 
thors. Critics of the problem books have indicated their failure to pre- 
sent a systematic picture of economic life. Unlike studies in geography 
or resources, economic problem books are arranged with a view to aid- 
ing the explanation of certain economic principles. These principles 
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are not always illustrated by the most significant economic phenomena, 
and as a result the reader is frequently left with a picture which is not 
only incomplete but also sadly lacking in balance. Problem books ordi- 
narily do not bridge the gulf between principles and facts; rather they 
are mere docks and wharves which permit the reader brief and limited 
views of various sections of life on the opposite shore. 

In World Resources and Industries the author has obviously attempt- 
ed to retain the perspective inherent in the resources point of view and 
at the same time impart the breath of economic life to the institutions 
he describes. His topics are the major industries of our age—agricul- 
ture, manufacturing, power, forests, and the like. His analysis includes 
not only the location and the technologies but also the economic prob- 
lems of these industries. Above all, his approach is refreshingly dy- 
namic. Think of the thousands of students who have studied these 
subjects with the one basic assumption that our impelling problem is to 
create more goods! It is indeed a pleasure to read that the great prob- 
lem in steel, or wheat, or wool, or coal is not to produce more goods at a 
lower price but rather to market effectively the output of our present 
equipment. As the first major work in the field to throw off the myth 
of a deficit economy, this volume has gone far to bring our text mate- 
rial in line with modern conditions. Resources are listed as matters of 
“appraisal,” not unalterable facts. Yesterday’s wastes are today’s 
riches. The economic structure of each industry is given creditable dis- 
cussion with much valuable contrast between the English, German, and 
Russian methods of dealing with present production problems. 

As a textbook, especially if used in elementary college courses, the 
volume may cause some confusion among students. Especially in the 
early chapters which attempt a broad appraisal of the resource prob- 
lem, the immature mind is likely to become confused with the rather 
elaborate analysis. The teacher who finds his students submerged in 
these chapters may well conclude, however, that they will rapidly re- 
turn to the surface in the remaining four-fifths of the volume where the 
material is more easily grasped and the method of presentation is clear- 
er. The reader who masters these first chapters will find his effort am- 
ply repaid; and even though these chapters were omitted entirely, the 
volume would stand as the most important recent work in the field, 
both from the standpoint of factual content and from that of method of 


approach. 
H. H. McCarty 


University of Towa 
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Corporate Enterprise in Modern Economic Life. By Paut M. O’LEary. 
New York: Harper & Bros., 1933. Pp. xi+125. $1.00. 


The author has written what is in many respects an excellently re- 
alistic introduction to the problems of the corporate system. After a 
brief discussion of the importance of the corporation in modern eco- 
nomic life and an excellent outline of the system of corporate financing, 
he points out the effect which the growth of the corporation has had in 
breaking up the traditional unitary concept of ownership into various 
segments of interest possessed respectively by managers, bankers, em- 
ployees, and investors. He devotes a separate chapter to the interests 
of each of these groups, arguing for steady dividends and security for 
the investor, steady employment for labor and a reasonable share in 
profits for the management as a means of stimulating efficiency and 
honesty. He has little to say in favor of the investment banker, an at- 
titude which reflects the current feeling towards that fraternity. A 
somewhat technical chapter on reorganizations points out the almost 
fraudulent manipulation of investors’ interests in the course of such 
transactions and urges greater control of reorganizations by the courts. 
A final chapter presents proposals for reforms. 

Although the book contains a great deal that is very worth while, 
particularly of a descriptive nature, the reviewer must take issue with 
much of the author’s interpretation. For instance, in his somewhat 
guarded approval of managerial bonuses, the author overlooks entirely 
the factor of managerial autonomy, a phenomenon which he carefully 
describes in another connection. The management’s ability to control 
stockholder’s meetings by means of proxies renders practically impossi- 
ble any internal check on the amount and the distribution of these 
bonuses. Furthermore, the argument that “in the absence of a definite 
system of incentive rewards there will be a constant temptation for 
professional managers to exploit the properties which they manage” 
assumes something which has yet to be established—that there is some 
definite incentive salary which, in the face of the continuance of the 
profit system, can convert a rapacious manager into a conscientious 
trustee for the stockholder and the community. The revelations of re- 
cent congressional! and other investigations seem to suggest that cupid- 
ity varies directly with income, rather than inversely. 

Furthermore, the “radical” and “fundamental” solution proposed 
for the corporate problem seems naive and mechanical. Briefly, it pro- 
vides for a national holding corporation—a glorified Reconstruction 
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Finance Corporation—which would own all the stock in all corpora- 
tions with more than fifty or a hundred stockholders. This corporation 
would be administered by the national economic council, which would 
apportion capital funds among the various industries. Investors, in- 
stead of buying stock in individual corporations, would invest in this 
gigantic holding company, thus obtaining diversification and regular 
dividends. The individual corporations would be run by professional 
managers who would receive a salary plus a bonus based on earnings, 
stability of employment and lowness of labor turnover. 

But this proposal raises more questions than it settles. Are these 
separately managed but centrally owned corporations to continue to 
compete actively under a system of price competition? Or are prices 
to be fixed by this national economic council? If so, are they to be set 
high to benefit the stockholders or low at the expense of dividends? 
What is to be done about the very important question of corporate 
surplus? About equalizing the distribution of wealth? Finally, what is 
the advantage of this suggested arrangement over the Russian system 
of government ownership and autonomous trust operation on a collec- 
tive planned basis, with the government paying a fixed interest rate on 
borrowed funds? 

The author does not attempt to answer these questions. He recog- 
nizes one or two of them but terms them outside the scope of his sub- 
ject. But in waving them aside or disregarding them, he renders his 
whole attempt at a solution futile. For he cannot answer these ques- 
tions without tackling problems far more fundamental than that of the 
corporate form. The corporation is merely a means to an end, and it 
is impossible to discuss its future form without first discussing funda- 
mental changes in social forces, in the ends accepted by the state, and 
in the general economic system set up to achieve those ends. 

JosepH J. SENTURIA 
Encyclopaedia of the Social Sciences 


The Rationalization Movement in German Industry: A Study in the 
Evolution of Economic Planning. By RoBert A. Brapy. Berkeley: 
University of California Press, 1933. Pp. xxi+-466. $5.00. 

The author of this thoughtful work has very carefully and exhaus- 
tively studied the rationalization measures and methods of private or- 
ganizations and of official and semi-official bodies in Germany. Mr. 
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Brady uses the concept of rationalization and its implications so broad- 
ly that he sketches not only the workings of institutions engaged in 
industrial research, standardization, and scientific management, but 
also outlines the technical progress and the process of integration and 
co-ordination in the most important German industries, as well as the 
opinions of the different economic groups concerning this development. 
He thereby makes a valuable contribution to the recent economic his- 
tory in Germany. But the author, as the subtitle designates, gives 
much more than a description of the rationalization movement in Ger- 
many. Probing deeper, he attempts an interpretation, a critique, and 
an analysis of this movement. 

In regard to interpretation, he discusses the reasons for the greater 
importance placed on rationalization in Germany than in any other 
country in the world. “It is no accident that .... the concept of 
rationalization first came to light and thrived on German soil.’”’ This 
statement may be correct, but it is curious that in Germany the ra- 
tionalization movement, from its very beginning, was dubbed—and 
denounced—as an ‘“‘Americanism.” Brady finds that the spreading of 
this movement has its impetus in the spiritual, political, and economic 
disturbances in Germany, which favor centralized action for counter- 
balancing this unrest. He also believes that in no other country was 
the soil so well prepared for the movement that he characterizes as 
“scientification.” And further, that no country was more drastically 
in need of development of its productive forces than Germany after 
the war. I believe this interpretation to be a well-reasoned one. But 
there has not been sufficient emphasis placed on the romantic reaction 
which tended to revert to a precapitalistic organization instead of ad- 
vancing with the post capitalistic organization. Today nobody is able 
to prognosticate the end of the struggle between the romantic ideology 
and the progressive trend of mighty economic powers now bound 
together. 

Mr. Brady interprets the rationalization movement as the turning- 
point between laissez faire and planned economy. Rationalization 
means “scientification.”’ Scientification means “planning.” Planning 
means “replacement of profit competition by co-operation and organi- 
zation.” “The primary object of rationalization in a capitalistic econ- 
omy .... is the making of profits.” But by an immanent necessity, 
this means of making profit must overcome the profit system. In this 
way this book explains the “revolutionary contribution of rationaliza- 
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tion to the organization of the economic and social world 
age of planning and control is here . . . . there is no turning back. 
... The unit of this organization must first be the nation, be- 
cause there is not as yet another unit. But later on this national organ- 
ization must and will, according to the writer, be overcome by an 
organization of broader economic and international empires. And be- 
cause he believes the workers to be the representatives of international 
organization, he reaches the conclusion that “politically [this means] 
that the sweep of economic forces, expressed through rationalization 
and economic planning, are driving power into the hands of the left 
wing, and away from the national state.” 

In a broad way Brady believes that Germany, which has never had 
a genuine laissez faire organization, was the hotbed of rationalization, 
but in a narrower sphere he specifically criticizes the attitude of this 
movement by many hints scattered throughout the book. He ridicules 
the entrepreneur’s ideology and its failure to recognize the human ele- 
ments that are an essential part of successful rationalization. He points 
to the German hobby which tends to “centralize, systematize and 
co-ordinate,” but really excludes any realization of a genuinely power- 
ful, central planning body. He criticizes the attitude of the cartels, 
not because of their control (which is the usual criticism in Germany), 
but more for the reason that they control prices only and not produc- 
tion. He alsocondemns the government for insufficient control over the 
cartels. This criticism explains the discrepancy between the effect 
which the rationalization movement could and should have and the 
effect that it did have in Germany. 

The main issues under analytical treatment in this work deal with 
the relationship between rationalization and the business cycle. Brady 
is to be commended for not giving a general answer as to the effect of 
the rationalization movement on the crisis. On the one hand, the 
rationalization and integration which, according to his opinion, are 
interlocked increase the overhead costs, and thereby the rigidity of the 
economic system, and increase the danger of misappropriation of capi- 
tal funds. On the other hand, he stresses the economic disturbances 
which arise from free competition, and which could be overcome by 
industrial organization. Here he should have analyzed the different 
effects of a wholly monopolistic organization of certain industries and 
a semi-monopolistic organization such as the cartels. I believe that 
even in these organizations this danger of misappropriations of invest- 
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ments is very great, because every firm which legally keeps its inde- 
pendence tends to increase its capacity, in the preparation for future 
cartel agreements. And in these cartels, inefficient plans are frequently 
kept alive for a longer period of time than in a fuller monopolization or 
in free competition. 

Mr. Brady has not mentioned that the extension of rationalization 
itself should also be a subject of economic planning; inasmuch as ra- 
tionalization results in the dismissal of labor, this movement must keep 
in step with the re-employment of labor in newly created jobs. The 
market mechanism does not secure this conformity, which should be 
one of the first aims of planning. 

The material collected in this book concerns itself, for the most part, 
with the achievements realized in Germany from the post-war period 
of reconstruction up to the present crisis. The book appears to have 
been written during the German depression and published after the 
political upheaval of Germany in 1933. Such a work, contemporaneous 
in composition with current actions, is necessarily not so adequately 
detached or balanced as a work on an already completely historical 
event. It is a thesis born from the present unrest of our social and 
economic world. It is a treatise of high scientific quality, but it is not 
a work of “pure” science since it endeavors to be both an objective 
scientific message and its own weapon in the battle of replacing this 
world of economic unrest by a world of planned social organization. 


New School for Social Research GERHARD CoLM 
New York City 


Grund probleme der theoretischen Nationalikonomie: Wert, Preis, Profit. 
By Hans Peter. Stuttgart: W. Kohlhammer, 1933. Pp. ix+ 203. 
RM. o. 

Aufgaben der Wirtschaftstheorie in der Gegenwart. By HANS PETER. 
Stuttgart: W. Kohlhammer, 1933. Pp. 45. RM. 1.50. 


The author of these two works is a Privatdocent in the University of 
Tubingen. It seems that publication was hastened by a desire to meet 
intellectual demands which have appeared in Germany since the rise of 
the National Socialists to power. The Preface of the first volume is 
dated Easter, 1933, and that of the second, October 12, 1933. The sec- 
ond states that it is based in part upon lectures given in the spring of 
1933 and it is hoped that the volume may serve as an introduction to 
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the earlier work. In other words, it would appear that the first volume, 
largely written before the victory of the National Socialists, was rushed 
off, unindexed and unbound, too rapidly to include an appropriate In- 
troduction. By fall it was possible to issue an introduction making 
more evident the application of the principles to the situation under 
the new régime. 

Dr. Peter writes in the tradition of Ricardo, Marx, and Oppen- 
heimer. This does not mean that he agrees with them; it would not do 
for an economic prophet of the new dispensation to agree with anyone 
of past unenlightened days. But he speaks their language and conse- 
quently he can spend page after page analyzing and criticizing their 
doctrines. Viennese and Cambridge economists receive but slight at- 
tention since they speak a foreign tongue. 

Most distinctive in Peter’s presentation is his distinction between 
the auterg economy and the allerg economy. In the former there are no 
values based upon scarcity but only values based upon labor. Appar- 
ently it would mean nothing to him to say that labor has a scarcity 
value. Payments made for the services of land or capital are monopoly 
prices, while payments made for the services of laborers are never of 
this nature. He has no conception of profit as a differential return aris- 
ing from uncertainties, a remainder after payment of normal returns to 
the factors of production. Profit is any income other than a return for 
labor services. It is entirely a phenomenon of monopoly and can never 
be explained upon a basis of free competition. 

Dr. Peter supports the view that liberal economics was simply a 
propaganda instrument for the interests of British business men. “So 
long as this economics was applied the rich became richer and the poor 
poorer.” “The solution is not communism but socialism.” “The policy 
of socialism consists of a planned leadership of the economy asa whole.” 
“The new order must develop itself organically.” Evidently justice is 
to be achieved, in large measure, by assuring each laborer control of 
sufficient capital and/or land to give him a monopoly income in propor- 
tion to his labor income, although the author prefers to confine his 
proposals to indefinite abstractions rather than to link up concrete 
proposals with the economic theory which he has been at such pains 


to develop. 
HoMER JONES 


University of Chicago 
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Die Bedeutung der Rationalisierung fiir die Kartellbildung. By THEo- 
por Becker. Emsdetten (Westf.): Heinr. & J. Lechte, 1932. Pp. 
x+ 205. 

If there is anybody left who does not know that cartels sometimes 
do and sometimes do not promote technical progress and national pro- 
ductivity, sometimes do and sometimes do not lead to consumer- 
throttling policies, then this manual of generalization and digest of pro- 
fessorial opinion about these aspects of cartel functioning in the Ger- 
man economy may still serve a useful purpose. It has two other possi- 
ble values. It shows to unusual advantage how wooden footnote-bear- 
ing and citation-heaping scholarship can become (there is even a foot- 
note on Gresham’s Law!) when feeding on a potpourri of superficial de- 
scriptive matter adumbrated by (in the main) unhistorically minded 
pedants. At the same time it summarizes a background of contradic- 
tory evidence which might well give pause to the New-Dealers in 
Washington, D.C. 

If the former is a labor in futility, the latter is worth a bit more con- 
sideration. There can be no doubt but that the codes are bringing 
about effective cartelization of American industry. The various price- 
control measures, output, quota, and market-restriction provisions, la- 
bor and unfair practice clauses, etc., are all working out much along 
the lines already clearly marked by cartel practice. If there is no clear 
proof that the cartels promote general economic efficiency, there is 
likewise no warrant for the opinion that they helped in any way what- 
soever to delay the coming, mitigate the severity, or promote the recov- 
ery from any depression. While they possess no real power to suppress 
cutthroat competition, their gradual evolution points toward ultimate 
exercise of effective monopoly powers. What few virtues they might 
possess in their own right as transition devices are largely lost by their 
temporary character. 

Dr. Becker is hopeful that the balance lies in favor of the cartels as 
general “rationalizing” agencies, but the case data on which he draws 
for his optimism concern mainly those industries which are gradually 
shifting onto a more or less completely monopolistic basis. It is, then, 
curious that he should conclude that the thirst for profits must remain 
among the cartels as the principal Treibfeder toward economy and 
service to the national well-being. In the complete absence, in many 
cases, of any vestiges of the time-honored automatic guaranties of free 
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competition, even Adam Smith would have admitted this argument to 


be a fatuous attempt to mix oil and water. 
RoBert A. Brapy 


University of California 


Germany Enters the Third Reich. By Catvin B. Hoover. New York: 

Macmillan Co., 1933. Pp. 243. $2.50. 

Professor Hoover takes the revolutionary implications of German 
National Socialism with more seriousness than is customary among 
commentators. He concludes that the new system “might be called 
socialist because the rights of private property are not recognized as 
having validity against the interests of the community. Private prop- 
erty is allowed to exist but surrenders the right to choose the directors 
and managers of corporate enterprises. The profit of the stockholders 
is no longer even theoretically the primary concern of the manage- 
ment. The principle of laissez-faire, which was far from absolute even 
under the previously existing capitalistic system, is abandoned. The 
state reserves and often exercises the right to intervene without for- 
mality in any economic activity. Large fortunes and estates are viewed 
with disapproval, and it is probable that measures will be taken to 
curtail them.” 

He has something to say in extenuation of certain National Socialist 
economic theories, for he believes that ‘“‘the course of economic events 
and of new, if unorthodox, economic theory, have . . . . thrown doubt 
upon the validity of the old doctrine of the process of capital accumu- 
lation and utilization..... Certainly, the army of doubters in all 
countries must now be greater than the army of believers in the doc- 
trine that in periods of depression the ‘natural’ interest rate can be 
depended upon to direct the employment of labor and capital equip- 
ment.” 

The German situation is less clear than the state of the Soviet Un- 
ion, where governmentalization of social activity and equalization of 
pecuniary income have been firmly entrenched. Germany resembles 
Italy, where the demise of capitalism is duly noted from time to time, 
but where substantial differences prevail both in the degree of effective 
public control, and in the amount of permissible income. 

Professor Hoover has swiftly characterized the setting, reviewed the 
emergence, and prognosticated the future of German National Social- 
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ism. A reviewer can register little dissent from his competent and cau- 
tious analysis. He can only ask for more writing in the same attitude 


of temperate boldness. 
Haroip D. LasswELi 
University of Chicago 


One Hundred Years of Land Values in Chicago. By Homer Hoyt. Chi- 
cago: University of Chicago Press, 1933. Pp. xxxii+519. $5.00. 
This pioneer study by Mr. Hoyt represents years of patient, schol- 

arly research, in the course of which the author has utilized apparently 

every available source of information bearing on his problem. The re- 
sult is a body of organized and systematized information that should 
be of inestimable value to students of land values and urban economics. 

The work embraces two general divisions: first, the facts themselves 
—the actual record of the growth of the city and the ups and downs of 
its land values; second, an interpretation of the data and analysis of 
the relationships among the various factors that have affected the 
course of land values. Here the author has applied thorough scientific 
method and a highly developed statistical technique to the complex 
problems that are treated. There are 103 tables and more than 100 
maps, charts, and graphs. The intensive analysis of ““The Chicago Real 
Estate Cycle” in chapter vii, embracing 58 pages, is a particularly pene- 
trating discussion. 

A considerable portion of the data is necessarily local, temporary, 
and heterogeneous, and does not lend itself to easy generalization; and 
one of the merits of the work is the author’s refusal to be led into con- 
venient and inviting generalizations, where scientific analysis of the 
data does not support them. The implications of the data are far from 
local, however; and frequent comparisons with contemporary develop- 
ments throughout the country have enabled the author effectively to 
integrate developments in Chicago with the general economic trends 
of the periods studied. 

The book is written in the clear, readable style of one who is thor- 
oughly familiar with his field and his materials, with a touch of humor 
and of picturesque description here and there that makes many por- 
tions of the study a fascinating narrative. 

The scientific restraint and saneness of the author’s general point 
of view may be illustrated by a typical statement, where he concedes 
that if population and other factors become more stabilized in the fu- 
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ture, “the sequence of events just described may in the future be of 
interest only to historians delving in the habits and customs of ‘early 
machine age culture in the United States,’ and the knowledge of the 
mode of behavior of forces in the real estate cycle will have no value in 
forecasting the trend of future events. The long and uncertain dura- 
tion of the cycles described in this book in itself makes practical appli- 
cation of any of the precepts that may have been disclosed herein 
difficult; for one must live long and be gifted with extraordinary pa- 
tience to wait for an opportunity that knocks at the door not oftener 


than once in every twenty or thirty years.”’ 
HERBERT D. Simpson 


Northwestern University 


Taxation during the War. By Str Jostan Stamp. (Economic and Social 
History of the World War. British Series.) London: Oxford Uni- 
versity Press; New Haven: Yale University Press, 1932. Pp. xiv+ 
249. $2.50. 

The author’s name is a sufficient guarantee of the quality and im- 
portance of this contribution to the economic and social history of the 
World War. Sir Joseph Stamp occupied, during the period with which 
the book deals, one of the most responsible positions with the Inland 
Revenue; and he tells here a story of British war-finance which prob- 
ably no one else could tell so well. 

The first part of the book deals with “the social and political psy- 
chology of the development of war finance.” Here the author, in a 
chronological account of the budgets, endeavors ‘‘to give the authentic 
reaction of men’s minds to events.”” A surprising amount of material 
has been crowded into a hundred pages, without confusion and without 
impairing the attractiveness of the presentation. There are excellent 
summaries of budget estimates and proposals, and of the Chancellors’ 
statements. There are concise reports of innumerable important and 
interesting contributions to the debates, by members of all parties. 
There are illuminating comments on the prevailing public opinion, on 
the position of the press, and on the views of various groups directly 
affected by different levies. All this material is organized in such man- 
ner as to give an excellent picture of contemporary opinion, both on 
general questions of fiscal policy, and on issues with respect to particu- 
lar revenue measures. 

The last three chapters take the form of “a descriptive and explana- 
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tory account of particular matters dealt with as a whole with little re- 
gard for their development in time.” The longest chapter, appropri- 
ately, is devoted to the excess-profits duty, in both the drafting and ad- 
ministering of which the author had a most conspicuous part. These 
sixty-odd pages (and the three Appendixes) are, for economists, the 
most important part of the book ; nowhere will one find, in similar space, 
a more stimulating or more penetrating treatment of problems of ex- 
cess-profits taxation. But in spite of many illuminating observations, 
and many well-chosen quotations from Professor Haig’s study, the 
author leaves one in doubt as to whether the relative success of the 
English duty should be attributed to the form of the levy, to the ad- 
ministrative arrangements, or to the fact that the wide discretionary 
powers of the administrative authorities were exercised under the 


guidance of persons like Sir Josiah Stamp. 
H. C. Smuons 


University of Chicago 


World Agriculture and the Depression. By VLADIMIR P. TIMOSHENKO. 
(Michigan Business Studies, Vol. V, No. 5.) Ann Arbor: Bureau of 
Business Research, University of Michigan, 1933. Pp. 123. $1.00. 
The merit of this study lies in the fact that the author has empha- 


sized the interrelation and complementary nature of the agricultural 
and manufacturing nations. In indicating this interdependence the 
conclusions reached in an earlier study (The Réle of Agricultural Fluc- 
tuations in the Business Cycle [Michigan Business Studies, Vol. II, No. 
g]) are extended to world economy. To the author, as to Pervushin 
(Quarterly Journal of Economics, XLII) and Petander (Goda och Daliga 
Tider, Stockholm, 1917) the fundamental causes of our business fluctu- 
ations lie in the varying volume of agricultural products. 

The present depression, however, has been complicated by: (1) too 
great an extension of loans to agricultural countries by the manufactur- 
ing nations (p. 62); (2) the downward trend in the price of agricultural 
products since 1925 due both to the increase in production in the agri- 
cultural countries and to the encouragement of agriculture in the man- 
ufacturing nations; (3) the valorization and price stabilization policies 
of the agricultural countries—this piled up huge surpluses and even- 
tually depressed world prices after it was no longer possible to secure 
further international loans (pp. 75, 76); (4) the low and constantly 
falling prices for agricultural products reduced the value of the export- 
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able surpluses from agricultural countries to the point where neither 
interest nor amortization payments could be easily met. The poor 
crop in the agricultural countries outside Europe in 1929-30 coupled 
with a good crop in the European area during the same period so re- 
duced the income of the former that they were driven off the gold stand- 
ard, thus precipitating the crisis of 1929 (pp. 67, 77). The causes of the 
prolonged world depression, then, are not entirely monetary as has 
been held by others. Nationalism and the increasing surplus of basic 
agricultural products play important réles. 

Since the manufacturing countries are not likely to allow themselves 
to become too dependent upon outside areas for basic agricultural 
products, the solution of our present economic difficulties lies in a more 
balanced relation between the exportable surpluses in the two classes 
of countries. This can only be accomplised through a readjustment of 
the international debt structure and the gradual re-establishment of an 
international market for the surplus products of the agricultural coun- 


tries outside Europe. 
Paut R. Fossum 


Carleton College 
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